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Ticker Price Rating
AEE 78.17 Buy
D 76.81 Buy
EXC 37.23 Buy
NWE 61.56 Neutral
WEC 91.89 Neutral

 

 Power, Utilities & Alternative Energy March 31, 2020

The Guggenheim Daily Transmission: WEC, NWE,
Policy, EXC, AEE, Wind, SRE

For Guggenheim Hosted Client Utility Events, Guggenheim
Fireside Chats with Utility C Suite (DUK, AWK, LNT, SO, OGE,
PNW and more will be added) and NDR schedule, scroll down.

WEC: Fireside Chat – In Gale We Continue to Trust (see our note HERE)

NWE – Fireside Chat w Mgmt. – Coronavirus Has Yet to Rear Its Head, Levers
Available in the NT, Commercial Load in Focus (See our note HERE)

Policy – US Senators draft legislation to push for ban electric and gas disconnections
during pandemic

EXC – BG&E loses appeal of 2017 FERC ruling on tax mechanism and normalization
issue

AEE – Post-hearing briefs filed in Ameren MO rate case

Wind – Siemens Gamesa closes India facilities

SRE – Sempra group President resigns, Chairman and CEO Jeff Martin becomes
President

Policy – US Senators draft legislation to push for ban electric and gas disconnections
during pandemic

• Senators Edward J. Markey (D-Mass.), Elizabeth Warren (D-Mass.), Richard Blumenthal
(D-Conn.), Kamala Harris (D-Calif.), Ron Wyden (D-Ore.), Kirsten Gillibrand (D-N.Y.), Jeff
Merkley (D-Ore.), and Chris Van Hollen (D-Md.) have introduced legislation “that sets the
sense of Congress that states and utilities should issue a moratorium on gas and electric
service disconnections, late fees, reconnection fees, rate hikes, and other penalties for
all consumers as a result of the ongoing national emergency caused by the COVID-19
pandemic. States have the primary authority to govern electric and gas rates, and many
have still not ordered utilities to take this vital action, leaving millions vulnerable during
the ongoing economic crisis.”

• Resolution and more HERE.

Guggenheim takeaway: Interesting FYI, but something that the utilities and states have
already been proactive on, at least within our coverage.

EXC – BG&E loses appeal of 2017 FERC ruling on tax mechanism and normalization
issue

• Baltimore Gas and Electric lost an appeal over a proposal to use a mechanism to recover
$38mm in taxes dating to 2005 that had not been collected from customers due to a
normalization mismatch that was not rectified in a subsequent 2006 rate case.

• “BGE’s arguments that FERC is wrong in its application of Order No. 144’s settlement
provision are not convincing.”

• See HERE.

Guggenheim takeaway: Minor FYI on a nuanced accounting item.

AEE – Post-hearing briefs filed in Ameren MO rate case
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• Ameren MO, the Office of Public Counsel, and MO PSC Staff filed briefs on Ameren MO’s
FAC sharing ratio.

• Staff recommended the Commission continue with the 95%/5% sharing mechanism after
considering various ratios and finding the current ratio creates sufficient incentive for
utilities to manage their FAC costs, while also remaining faithful to the FAC’s purpose of
allowing utilities to recover their prudently incurred FAC costs.

• Docket HERE.

Guggenheim takeaway: No surprise to us. The positions of the parties were made clear
in the hearing.

Wind – Siemens Gamesa closes India facilities

• Siemens Gamesa Renewable Energy (MAD: SGRE) is temporarily shutting its facilities
in India due to the stay-at-home order issued by Prime Minister Modi on Mar. 24.

• "Considering the situation, operations at our manufacturing facilities at Mamandur,
Redhills, Nellore and Halol will be suspended during the 21-day lockdown period."

• Link HERE.

Guggenheim takeaway: The closures have a negative read-through to the global supply
chain for renewables.

SRE – Sempra group President resigns, Chairman and CEO Jeff Martin becomes
President

• SRE group President and Chief Legal Officer, George Bilicic, issued a notice of
resignation as of March 30 2020.

• Current SRE Chairman and CEO, Jeff Martin, will also become group President.

Guggenheim takeaway: FYI. We are reaching out to the company for more details.
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Fireside Chat with Duke Energy Corp (DUK)
Steve Young, Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Steve Young of Duke Energy.

Date and Time

Wednesday, April 1, 2020
2:00PM ET

Company Information

Market Cap: $50.14bn

Duke Energy Corp (DUK) engages in distribution of natural gas and energy related services. It operates through the following segments:
Electric Utilities and Infrastructure, Gas Utilities and Infrastructure, and Commercial Renewables. The Electric Utilities and Infrastructure
segment conducts operations primarily through the regulated public utilities of Duke Energy Carolinas, Duke Energy Progress, Duke Energy
Florida, Duke Energy Indiana and Duke Energy Ohio. The Gas Utilities and Infrastructure segment focuses on natural gas operations
primarily through the regulated public utilities of Piedmont and Duke Energy Ohio. The Commercial Renewables segment acquires,
develops, builds, operates, and owns wind and solar renewable generation throughout the continental United States. The company was
founded in 1904 and is headquartered in Charlotte, NC. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with American Water Works Company, Inc. (AWK)
Walter Lynch, Chief Executive Officer
Susan Hardwick, Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Walter Lynch and Susan Hardwick of American Water
Works.

Date and Time

Thursday, April 2, 2020
10:00AM ET

Company Information

Market Cap: $17.56bn

American Water Works Company, Inc. (AWK) engages in the provision of complementary water and wastewater services. It operates
through the following segments: Regulated Businesses, Market-Based Businesses, and Other. The Regulated Businesses segment
provides water and wastewater services to customers. The Market-Based Businesses segment is responsible for Military Services Group,
Contract Operations Group, Homeowner Services Group, and Keystone Operations. The Other segment includes corporate costs that
are not allocated to the Company's operating segments, eliminations of inter-segment transactions, fair value adjustments and associated
income and deductions related to the acquisitions that have not been allocated to the operating segments for evaluation of performance
and allocation of resource purposes. The company was founded in 1886 and is headquartered in Camden, NJ. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with Pinnacle West Capital Corporation (PNW)
Jeff Guldner, Chief Executive Officer
Ted Geisler, Chief Financial Officer
Jim Hatfield, Chief Administrative Officer & Treasurer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Jeff Guldner, Ted Geisler and Jim Hatfield of Pinnacle
West Capital.

Date and Time

Wednesday, April 8, 2020
12:00PM ET

Company Information

Market Cap: $7.99bn

Pinnacle West Capital Corporation (PNW) is a holding company, which engages in providing energy and energy-related products. It offers
regulated retail and wholesale electricity businesses and related activities, such as electricity generation, transmission and distribution
through its subsidiary, Arizona Public Service Co. The company was founded on February 20, 1985 and is headquartered in Phoenix,
AZ. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with Southern Company (SO)
Drew Evans, EVP & Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Drew Evans of Southern Company.

Date and Time

Tuesday, April 7, 2020
2:00PM ET

Company Information

Market Cap: $57.1bn

Southern Company (SO) is a holding company, which engages in the sale of electricity. It operates through the following segments:
Traditional Electric Operating Companies, Southern Power and Southern Company Gas. The Traditional Electric Operating Companies
segment refers to vertically integrated utilities that own generation, transmission and distribution facilities, and supplies electric services
in the states of Alabama, Georgia, Florida, and Mississippi. The Southern Power segment constructs, acquires, owns, and manages
generation assets such as renewable energy projects and sells electricity in the wholesale market. The Southern Company Gas segment
distributes natural gas through natural gas distribution facilities in the states of Illinois, Georgia, Virginia, New Jersey, Florida, Tennessee,
and Maryland. The company was founded on November 9, 1945 and is headquartered in Atlanta, GA. (Source: FactSet)

Dial-in
Dial-in: Please contact your Guggenheim Sales Representative for the Conference Call Dial-in link

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close3/30/2020 Guggenheim Consensus

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 19.3 Buy $92 $78.17 2.9% 56% 247 3.53      3.90      4.15    4.43    22.1 20.0 18.8 17.6 3.47    3.77    4.02    4.34    22.5 20.7 19.4 18.0

AEP American Electric Power 41.4 Sell $84 $83.71 3.5% 63% 495 4.42      4.74      4.99    5.28    18.9 17.7 16.8 15.9 4.36    4.67    4.99    5.33    19.2 17.9 16.8 15.7

ALE ALLETE 3.2 Buy $88 $62.49 4.1% 64% 52 3.60      4.15      4.27    4.33    17.4 15.1 14.6 14.4 3.57    3.98    4.25    4.38    17.5 15.7 14.7 14.3

AVA Avista 2.9 Sell $40 $44.37 3.7% 76% 67 2.04      2.22      2.42    2.56    21.8 20.0 18.3 17.3 1.97    2.19    2.32    2.38    22.6 20.3 19.1 18.6

CMS CMS Energy 16.9 Neutral $62 $61.94 2.8% 61% 284 2.68      2.88      3.06    3.26    23.1 21.5 20.2 19.0 2.67    2.87    3.08    3.28    23.2 21.6 20.1 18.9

DUK Duke Energy 61.3 Buy $107 $83.46 4.8% 74% 734 5.29      5.55      5.80    6.05    15.8 15.0 14.4 13.8 5.21    5.45    5.72    5.99    16.0 15.3 14.6 13.9

ED Consolidated Edison 26.7 Sell $78 $80.73 3.5% 68% 334 4.40      4.57      4.77    4.99    18.3 17.7 16.9 16.2 4.44    4.62    4.79    4.98    18.2 17.5 16.8 16.2

EIX Edison International* 20.1 Suspended NA $56.31 NA NA 363 NA NA NA NA NA NA NA NA 4.48    4.62    4.79    5.12    12.6 12.2 11.7 11.0

ES Eversource Energy 27.6 Buy $102 $83.65 2.7% 59% 330 3.70      3.96      4.18    4.41    22.6 21.1 20.0 19.0 3.66    3.90    4.13    4.35    22.9 21.4 20.3 19.2

ETR Entergy 19.3 Buy $145 $100.07 3.8% 65% 200 5.66      6.02      6.42    6.76    17.7 16.6 15.6 14.8 5.60    5.99    6.36    6.72    17.9 16.7 15.7 14.9

EVRG Evergy 13.4 Buy $72 $59.11 3.8% 68% 227 3.10      3.27      3.40    3.52    19.1 18.1 17.4 16.8 3.11    3.23    3.39    3.58    19.0 18.3 17.4 16.5

FE FirstEnergy 21.9 Buy $56 $40.49 3.9% 61% 541 2.51      2.66      2.79    2.90    16.1 15.2 14.5 14.0 2.50    2.64    2.77    2.94    16.2 15.3 14.6 13.8

HE Hawaiian Electric 4.6 Neutral $44 $44.22 3.2% 64% 109 2.04      2.16      2.26    2.37    21.7 20.5 19.6 18.7 1.99    2.15    2.29    2.37    22.2 20.6 19.3 18.7

LNT Alliant Energy 11.9 Buy $56 $50.57 3.2% 63% 245 2.40      2.57      2.70    2.85    21.1 19.7 18.7 17.7 2.44    2.58    2.72    2.65    20.7 19.6 18.6 19.1

NWE NorthWestern 3.0 Neutral $71 $61.56 3.7% 68% 50 3.47      3.65      3.80    3.96    17.7 16.9 16.2 15.5 3.53    3.70    3.86    4.03    17.5 16.7 15.9 15.3

PCG PG&E Corporation* 5.1 Suspended NA $9.67 NA NA 529 NA NA NA NA NA NA NA NA 4.09    4.33    4.32    - 2.4 2.2 2.2 -

PNW Pinnacle West 8.7 Neutral $93 $78.36 4.1% 65% 112 4.84      5.14      5.51    5.88    16.2 15.2 14.2 13.3 4.86    5.11    5.38    5.83    16.1 15.3 14.6 13.4

POR Portland General Electric 4.5 Sell $49 $51.23 3.5% 62% 89 2.56      2.75      2.83    2.89    20.0 18.6 18.1 17.7 2.58    2.74    2.84    2.90    19.9 18.7 18.0 17.7

PPL PPL Corporation 19.5 Buy $38 $25.83 6.3% 68% 768 2.51      2.53      2.65    2.75    10.3 10.2 9.7 9.4 2.50    2.49    2.62    2.78    10.3 10.4 9.9 9.3

SO Southern Company 61.1 Neutral $68 $57.99 4.9% 77% 1054 3.22      3.41      3.58    3.76    18.0 17.0 16.2 15.4 3.18    3.31    3.55    3.86    18.2 17.5 16.3 15.0

WEC WEC Energy 28.3 Neutral $93 $91.89 2.7% 67% 315 3.73      3.98      4.26    4.50    24.6 23.1 21.6 20.4 3.74    3.99    4.25    4.53    24.6 23.0 21.6 20.3

*Average (Excl. PPL for P/E) 3.6% 65.6% 19.6 18.3 17.3 16.5 19.7 18.5 17.4 16.6

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.4 Neutral $94 $87.71 1.8% 38% 16 4.02      4.40      4.73    5.03    21.8 19.9 18.5 17.4 4.07    4.38    4.70    4.96    21.6 20.0 18.7 17.7

NI NiSource 9.8 Buy $31 $26.08 3.6% 65% 382 1.36      1.41      1.51    1.61    19.2 18.5 17.3 16.2 1.35    1.41    1.51    1.61    19.3 18.4 17.3 16.2

NJR New Jersey Resources 3.2 Neutral $35 $34.51 4.1% 60% 96 2.05      2.26      2.42    2.58    16.8 15.3 14.3 13.4 2.10    2.32    2.42    2.58    16.5 14.9 14.3 13.4

NWN NW Natural Gas 1.9 Sell $57 $65.08 3.3% 76% 30 2.35      2.55      2.63    2.71    27.7 25.5 24.7 24.0 2.38    2.55    2.64    2.71    27.4 25.5 24.7 24.0

OGS ONE Gas 4.3 Neutral $93 $83.52 3.0% 60% 53 3.64      3.89      4.16    4.43    22.9 21.5 20.1 18.9 3.61    3.85    4.14    4.34    23.1 21.7 20.2 19.3

SJI South Jersey Industries 2.4 Buy $37 $26.74 5.0% 72% 92 1.59      1.72      1.90    2.02    16.8 15.5 14.1 13.2 1.53    1.67    1.81    2.02    17.5 16.1 14.8 13.2

SR Spire 3.8 Neutral $72 $76.29 4.0% 66% 51 3.89      4.04      4.31    4.60    19.6 18.9 17.7 16.6 3.88    4.07    4.29    4.53    19.7 18.8 17.8 16.9

Average     3.8% 67% 20.5 19.2 18.0 17.0 20.6 19.2 18.2 17.2

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 36.3 Buy $53 $37.23 4.3% 51% 974 3.13      3.03      3.07    3.11    11.9 12.3 12.1 12.0 3.11    2.98    3.07    3.15    12.0 12.5 12.1 11.8

PEG PSEG 22.1 Buy $64 $44.51 4.7% 59% 505 3.39      3.48      3.67    3.94    13.1 12.8 12.1 11.3 3.38    3.45    3.57    3.82    13.2 12.9 12.5 11.6

Average     4.5% 55% 12.5 12.5 12.1 11.6 12.6 12.7 12.3 11.7

Market Target Current Dividend ('21E) Payout Diluted   

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 7.1 Buy $51 $28.45 4.5% - 251 1,981    1,897    1,864  1,824  6.0 5.9 5.5 5.1 1,987  1,897  1,886  1,800  6.2 6.5 6.7 NA

VST Vistra Energy 7.8 Buy $39 $16.06 3.7% - 488 3,440    3,364    3,291  3,241  5.0 4.8 4.6 4.3 3,406  3,338  3,209  3,114  5.0 4.9 5.0 NA

Average 5.5 5.4 5.1 4.7 5.6 5.7 5.8 NA

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 8.2 Buy $29 $16.23 7.4% 75% 503 1.46      1.54      1.65    1.75    11.1 10.5 9.8 9.3 1.40    1.49    1.55    1.63    11.6 10.9 10.5 10.0

D Dominion 64.4 Buy $96 $76.81 4.9% 81% 838 4.44      4.74      4.98    5.22    17.3 16.2 15.4 14.7 4.39    4.64    4.87    5.09    17.5 16.6 15.8 15.1

DTE DTE Energy 19.1 Buy $143 $99.43 4.5% 60% 193 6.68      7.22      7.56    7.91    14.9 13.8 13.2 12.6 6.62    7.10    7.49    7.95    15.0 14.0 13.3 12.5

NEE NextEra 120.3 Buy $274 $246.01 2.6% 57% 489 9.23      10.05    10.71  11.26  26.7 24.5 23.0 21.8 9.08    9.85    10.62  11.20  27.1 25.0 23.2 22.0

OGE OGE Energy 6.4 Neutral $42 $31.90 5.3% 71% 200 2.26      2.39      2.50    2.62    14.1 13.3 12.8 12.2 2.26    2.35    2.44    2.58    14.1 13.6 13.1 12.4

SRE Sempra Energy 35.3 Buy $186 $119.99 3.8% 59% 292 7.20      7.78      8.09    8.48    16.7 15.4 14.8 14.1 7.14    7.87    8.30    8.59    16.8 15.2 14.5 14.0

Average     4.8% 67.2% 16.8 15.6 14.8 14.1 17.0 15.9 15.0 14.3

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 22.9 Neutral $128 $126.72 1.8% 55% 181 3.85      4.26      4.65    5.02    32.9 29.7 27.3 0.0 3.86    4.23    4.55    4.95    32.9 29.9 27.8 25.6

Market Target Current Dividend ('21E) Payout Diluted   

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.3 Suspended NA $19.03 NA - 183 NA NA NA NA NA NA NA NA 1,124  1,146  1,165  1,131  8.9 8.5 8.7 NA

NEP NextEra Energy Partners 2.8 Buy $63 $42.76 5.6% - 66 1,383    1,532    1,660  1,775  8.0 7.6 0.0 0.0 1,318  1,415  1,526  1,504  8.4 8.2 8.2 NA

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC D Rescheduled, TBA NYC  

WEC 2/18-2/21 West Coast DTE Rescheduled, TBA NYC  

SO 2/25-2/26 Midwest PEG 5/11-5/12 Midwest  

SJI 3/4 NYC  ALE 5/19-5/20 NYC/Boston  

DTE 3/24 - 11:30AM Fireside Chat  ETR 5/26-5/29 NYC/Boston  

ETR 3/27 - 10:30AM Fireside Chat  VST 6/3-6/4 Midwest  

NWE 3/30 - 10:30AM Fireside Chat  PNW 6/10-6/12 Midwest  

WEC 3/30 - 2:00PM Fireside Chat  LNT 8/10-8/11 West Coast  

DUK 4/1 - 2:00PM Fireside Chat  EVRG 8/12 Boston  

AWK 4/2 - 10:00AM Fireside Chat  AWK 8/24-8/26 West Coast  

LNT 4/6 - 2:00PM Fireside Chat  NWE 9/16-9/18 West Coast/TX  

SO 4/7 - 2:00PM Fireside Chat  OGS 10/1-10/2 TBD  

OGE 4/7 - 3:30PM Fireside Chat  DUK 10/8-10/9 Midwest  

PNW 4/8 - 12:00PM Fireside Chat      

ES Rescheduled, TBA NYC      

CMS Rescheduled, TBA Midwest      
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Regulatory Calendar

 

Power and Utilities: Coverage Calendar (03/05/2020 - 05/04/2020)

Date Ticker Event / Proceeding Utility State Docket Description

3/9/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359 Commission Order

3/10/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Data Requests on Rebuttal

3/11/2020 AEP Electric Rate Case Indiana Michigan Power Co. IN Ca-45235 Order within 300 days deadline

3/11/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335 Evidentiary hearings begin

3/20/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20360 Replies

3/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-013 Initial Briefs.

3/24/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

3/25/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

4/1/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335  New rates likely effective by this date 

4/7/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Target Date for Filing any Settlement 

4/14/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/15/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/16/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-014  Reply Briefs. 

4/22/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/23/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/24/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359  Commission Order 
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. WEC: Fireside Chat – In Gale We Continue to Trust
2. NWE – Fireside Chat w Mgmt. – Coronavirus Has Yet to Rear Its Head, Levers Available in the NT, Commercial Load in Focus
3. ETR – Fireside Chat With Mgmt. – No Indication of a Slowdown Just Yet, Positioned with Contingency, Strategy Unchanged
4. DTE – Motor City Fireside Highlights No NT Fire Drills; Not Recession Proof, but for DTE, It's "Been There, Done That"
5. SRE – Quick Take: Balanced Analyst Day Growth, LNG Delays, No Equity Needs; Covid-19 Impacts Could be Near-Term Hurdle
6. CMS NDR – Chartering the Unknown in MI; Pandemic Plan in Action, Positioned Well, but Impacts Will Take Time to Play Out
7. LNT: Upgrading to Buy - Finding a Foxhole in the Badger State
8. SR: Upgrade to Neutral - Appropriate Risk/Reward Following Equity Decline; Now Relatively Too Cheap to Maintain Sell
9. NJR – Upgrade to Neutral, “Relative” Underperformance Right-Sizes Risk/Reward Balance
10. ES NDR – “Virtually” Solid Mgmt. Meetings; LT Growth Cemented w/ (Ever)Source of Spending Opportunities & Catalysts
11. SJI NDR: South Jersey’s Finest Takes a Bite Out of the Big Apple
12. CNP: 2020 Preview and Beyond – Renewed Earnings Trajectory Could Surprise to the Upside with a Cleaner Business Mix
13. D & DUK - One Small Step for ACP, One Giant Leap for Gas Developers
14. WEC NDR: One Utility Under Gale, with Growth and Decarbonization for All
15. NEE/D: “South Carolina on My Mind”: SC DoA Recommends NEE as Buyer, D as Mgmt Contract
16. EXC – Too Clean to Fail? Illinois Policy Hangs Over Strong Regulated Story but Movement May Be Coming
17. FE – Another Boring Update? Just What the Market Ordered…
18. NJR - Regulated Performance Offset by CEV SREC Timing and Energy Services Weakness: Some Ground to Make Up
19. DTE 4Q Beats Consensus; GS&P More Stable Than Meets The Eye in 2020; Conservative Mgmt. Team – Conservative Plan
20. SR: Strong Print and Stepping Into the Fray, Mgmt. Lays Out Approaches to Tackle ISRS Lag
21. CNP - Surprise Surprise, Step 1 Complete: Selling Partial Non-Utility Segment: More to Come
22. CMS 4Q19 – Staying Efficient to Stay in Favor; Slight Miss on the Q, Slight Raise on the Capex, Runway Reaffirmed
23. WEC – Entering the New Decade on the Right Foot
24. SJI: FERC Order Bolsters PennEast Case but Not a Game Changer; Positive Datapoint but Viability Remains on Life Support
25. NEE/NEP: New Year, New NEE… But Not Really; EPS Miss, But Guidance As Achievable As Ever – Remains Our Bellwether Name
26. EVRG: Slow Rate Base Growth? There’s an Activist for That – We See Little Downside Risk
27. CNP – Settlement Terms Setup Brings CEHE in Line with Our Numbers; Gaining Clarity, Removing Overhang
28. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
29. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
30. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
31. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
32. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
33. EXC: EDF Finally Ejects
34. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
35. EXC: It’s a Federal Probe, Not a Wildfire…
36. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
37. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
38. DUK - SB 559 Moving Constructively Through the Process
39. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
40. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
41. VST Meeting: Quick Takes from Our Abridged Texas Trip
42. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
43. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
44. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
45. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
46. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
47. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
48. VST: Vistra Lassos Ambit Energy
49. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
50. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
51. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
52. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
53. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
54. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
55. PPL - A Quandary Unlike Any Other
56. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
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57. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
58. LNT: For a Good Night’s Sleep, Take Alliant
59. NRG: More Down‘Stream’ Retail Expansion
60. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
61. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
62. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
63. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
64. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
65. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
66. SRE: Simplicity is the Ultimate Sophistication…
67. VST: Another Day, Another Illinois Policy Proposal
68. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
69. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
70. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
71. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
72. EXC NDR: State Rescue Cometh - Deeper Dive
73. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
74. D: NDR – Coming Out Party Well Received - March Madness Continues
75. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
76. FE NDR: Time Is the Furthest Distance Between Two Points…
77. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
78. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
79. SRE: Another Day, Another Dollar: Buying Low; Selling High
80. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax

Key Industry Research
1. PJM: Proposed Auction Timeline Features State Policy Accommodation
2. FERC ROE Policy Call: Different Commissioner, Similar Expectations
3. FERC ROEs: Former Commissioner Policy Call Points to No Easy Answers
4. Illinois Policy Call: Too Clean to Drain the Swamp? Will Springfield Lawmakers Reach Criticality? Still Too Early to Say…
5. PJM: As Fluid as It Gets - Expert Call Highlights Still-Challenging Auction Dynamics
6. Two-Way Better Than One-Way: Open Dialogue With MO, GA Commissioners – Fruitful Discussion
7. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
8. PJM: Does MOPR-Ex Bring Closure? Not Quite…
9. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
10. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
11. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
12. Guggenheim EEI Takeaways - Day Three
13. Guggenheim EEI Takeaways - Day Two
14. Guggenheim EEI Takeaways - Day One
15. PJM: Not So Fast - FERC Puts the Brakes on August Auction
16. Utility and IPP 2Q19 Model Sweep
17. ERCOT: Guggenheim Texas Power Market Luncheon Recap
18. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
19. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
20. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
21. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
22. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
23. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
24. Guggenheim's 2018 EEI Summary
25. Guggenheim EEI Takeaways - Day 3
26. Guggenheim EEI Takeaways - Day 2
27. Guggenheim EEI Takeaways - Day 1
28. Guggenheim EEI - Investor Question Bank
29. PJM: No Country for Common Ground; Reply Briefs Land at FERC
30. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
31. Coal/Nuclear: Will Politics “Trump” Reality
32. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
33. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
34. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
investor client feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Guggenheim Securities, LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Ameren
Corporation, Dominion Energy, Inc., Exelon Corporation, NorthWestern Corporation and WEC Energy Group, Inc. in the next 3 months.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

Rating and Price Target History for: Ameren Corporation (AEE) as of 03-30-2020
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Created by: BlueMatrix

Rating and Price Target History for: Dominion Energy, Inc. (D) as of 03-30-2020
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Created by: BlueMatrix
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Rating and Price Target History for: Exelon Corporation (EXC) as of 03-30-2020
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Rating and Price Target History for: NorthWestern Corporation (NWE) as of 03-30-2020
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Rating and Price Target History for: WEC Energy Group, Inc. (WEC) as of 03-30-2020
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RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.
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NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:
IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 220 57.74% 41 18.64%

NEUTRAL 148 38.85% 9 6.08%

SELL 13 3.41% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Guggenheim Securities Equity Research & Equities Teams

Healthcare Equity Research
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David Westenberg, CFA 617.859.4624

David.Westenberg@guggenheimpartners.com 

Biotechnology

Etzer Darout, Ph.D. 617.859.4609

Etzer.Darout@guggenheimpartners.com

Whitney Ijem 212.518.9778

Whitney.Ijem@guggenheimpartners.com 

Michael Schmidt, Ph.D. 617.859.4636

Michael.Schmidt@guggenheimpartners.com 

Yatin Suneja 212.518.9565

Yatin.Suneja@guggenheimpartners.com 
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Dana Flanders, CFA 212.293.2820

Dana.Flanders@guggenheimpartners.com

Global Pharmaceuticals

Seamus Fernandez 617.859.4637

Seamus.Fernandez@guggenheimpartners.com 

Healthcare Technology & Distribution

Glen Santangelo 212.518.9294

Glen.Santangelo@guggenheimpartners.com

Vikram Kesavabhotla, CFA 212.518.9271

Vikram.Kesavabhotla@guggenheimpartners.com

Medical Supplies & Devices

Chris Pasquale 212.518.9420

Chris.Pasquale@guggenheimpartners.com

Technology, Media & Telecom Equity Research

Sales and Trading Offices

New York   212.292.4700

San Francisco   415.852.6451

Boston   617.859.4626

Chicago   312.357.0778

Los Angeles 310.260.6832

Richmond 804.253.8052

Automotive

Ali Faghri 310.319.2562

Ali.Faghri@guggenheimpartners.com
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Laurent Grandet 212.372.6368

Laurent.Grandet@guggenheimpartners.com

Food Retailers; Consumables Retail/Distribution

John Heinbockel 212.381.4135

John.Heinbockel@guggenheimpartners.com

Hardlines Retail

Steven Forbes, CFA, CPA 212.381.4188

Steven.Forbes@guggenheimpartners.com

Restaurants

Matthew DiFrisco 212.823.6599

Matthew.DiFrisco@guggenheimpartners.com

Retailing/Department Stores and Specialty Softlines

Robert Drbul 212.823.6558

Robert.Drbul@guggenheimpartners.com

Consumer Equity Research

Entertainment & Digital Media

Michael Morris, CFA 804.253.8025

Michael.Morris@guggenheimpartners.com

Curry Baker 804.253.8029

Curry.Baker@guggenheimpartners.com

Financial Technology

Jeff Cantwell, CFA 212.823.6543

Jeffrey.Cantwell@guggenheimpartners.com

Software

Imtiaz Koujalgi 212 518 9398
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Ken Wong, CFA 415.852.6465

Ken.Wong@guggenheimpartners.com
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Mike McCormack, CFA 212.518.9774

Mike.McCormack@guggenheimpartners.com

Consumer Equities Team

Consumer Sector Specialist

Carey Kaufman 504.299.3424

Carey.Kaufman@guggenheimpartners.com

Power, Utilities & Alternative Energy

Shahriar Pourreza, CFA 212.518.5862

Shahriar.Pourreza@guggenheimpartners.com

Energy & Power Equity Research

Healthcare Equities Team

Healthcare Sector Specialist

Whitney Wolfe 212.518.9630

Whitney.Wolfe@guggenheimpartners.com

Brennan Doyle 617.859.4622
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Senior Healthcare Policy Advisor
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Ticker Price Rating
AEE 74.24 Buy
CNP 16.30 Buy
D 73.07 Buy
EXC 35.50 Buy
FE 38.60 Buy
NWE 59.99 Neutral
SO 56.01 Neutral
WEC 89.07 Neutral

 

 Power, Utilities & Alternative Energy March 30, 2020

The Guggenheim Daily Transmission: PJM/NJ, IL/
Policy, D, SO, EXC, Nat Gas, NY/ETR, ERCOT, AEE,
NY/Solar, CNP, LNG

REMINDER: TODAY, we are hosting fireside chats with the
CEO/CFO of NWE at 10:30AM ET and the CEO of WEC at
2:00PM ET respectively. Dial-in details below.

For Guggenheim Hosted Client Utility Events, Guggenheim
Fireside Chats with Utility C Suite (NWE, WEC, DUK, AWK, SO,
PNW and more will be added) and NDR schedule, scroll down.

PJM/NJ – BPU issues request for comments regarding FRRing, sets comment period

IL/Policy – General Assembly session for this week cancelled, Madigan puts lawmakers
on notice for potential return April 5 or 12

D – Dominion provides update amid COVID-19

SO – Vogtle Unit 4 hits construction milestone

EXC – Delmarva seeks two-week delay in procedural schedule due to COVID

Natural Gas – Pipeline operators reportedly asking upstream producers to slow
production as storage reaches capacity

NY – Energy storage RFPs delayed due to COVID

ERCOT – ERCOT prices pop on unseasonable heat wave

AEE – Staff conducts preliminary review of Ameren IL rate case

NY/Solar – COVID-19 delays public hearings for solar farms

CNP – CenterPoint Houston submits compliance filing on customer rates according to
final settlement ruling

Liquified Nat Gas – Woodside Petroleum delays its FID for multiple LNG projects

PJM/NJ – BPU issues request for comments regarding FRRing, sets comment period
1. The NJ BPU has requested comments on a series of questions related to resource

adequacy and the potential for the state to FRR.
2. Comments are due by April 29.
3. “Staff seeks written comments to discuss whether establishing FRR service area

or areas in New Jersey would accelerate achievement of the State’s clean energy
goals, including those set forth in the 2019 Energy Master Plan.”

4. More in the filing HERE.

Guggenheim takeaway: Heads up, and a very interesting sign out of the BPU regarding
the FRR option following the December order. Stay tuned…

IL/Policy – General Assembly session for this week cancelled, Madigan puts
lawmakers on notice for potential return April 5 or 12

1. The General Assembly has cancelled its session this week, and extended the
deadline for legislation to move out of committee to April 24.

2. The deadline for the third reading of legislation is now May 8.
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3. The Senate remains in recess until April 21, under current plans.
4. More HERE.

Guggenheim takeaway: More scheduling items for your awareness, in a similar vein to
those we highlighted last week. Not a huge surprise to us to see another week off given
the gravity of the situation, and both Madigan and Harmon appear to be seeking maximum
flexibility from lawmakers further into April/May.

D – Dominion provides update amid COVID-19

• Electric demand remains above trend, too early to tell what the 2020 impact will be.
Residential may offset decremental load in C&I.

• Regarding LNG, Cove Point terminal volumes remain normal, with no shipper force
majeures at this time.

• VA legislation remains on track (more HERE).

• The company’s expectations on ACP project resolution have not changed.

• Further, liquidity remains strong, while Dominion will continue to monitor access to short
and long-term debt markets after recent transactions, similar to other peers, to boost
liquidity.

• Regarding the pension status – re-evaluated at year-end (was 92% YE-19) but as of now
company sees no anticipated funding need in 2020/21.

• More HERE.

Guggenheim takeaway: Update from Dominion meets expectations and echoes recent
commentary made on the COVID-19 impact from our fireside chat with ETR mgmt (HERE)
as well those with CMS, DTE, etc. Other links below.

SO – Vogtle Unit 4 hits construction milestone

• Construction work at Vogtle reached a milestone, with the placement of the Unit 4
containment vessel top head on March 27.

• “Placement of the Unit 4 top head is a culmination of the hard work and dedication of the
Vogtle 3 & 4 team as we continue on the path to operation,” Vogtle 3 & 4 Construction
Executive Vice President Glen Chick said in a statement.

• More HERE.

Guggenheim takeaway: Positive datapoint and expected following recent Vogtle
datapoints we have gathered from mgmt and the GA Commission. See more from our SO
NDR HEREand our latest GA Commissioner meeting HERE. As a reminder, as COVID-19
remains top of mind, Southern and the Commission have been in contact regarding
COVID-19 measures, and the Commission remains positive on the feedback so far on safety
protocol. Georgia Power has moved to keep each unit’s workforce and workgroups within
the unit separated to prevent widespread infection. Those who are suspected to be sick are
quarantined, along with their workgroup, and tested on-site. Our talks with the Commissioner
have confirmed the view that any delay due to the virus exemplifies an ”act of God”, and the
Commission feels comfortable with the sound virus policy from contractors and Southern.
Be sure to stay tuned following our fireside chat with SO mgmt on April 7.

EXC – Delmarva seeks two-week delay in procedural schedule due to COVID
1. DPL is seeking a two-week delay in its rate case schedule from the MD PSC, due

to COVID.
2. See HERE.

Guggenheim takeaway: Zero surprise to us, and in our view sensible.

Natural Gas – Pipeline operators reportedly asking upstream producers to slow
production as storage reaches capacity
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• Pipeline operators are reportedly asking producers to voluntarily curtail output as the
production volumes continue to exceed takeaway and storage capacity.

• “Got word yesterday that some Texas producers are starting to get letters from shippers
(pipelines) asking for oil production cuts because they are out of storage. We need to get
in front of this.” – TRC Commissioner Ryan Sitton HERE.

• See HERE.

Guggenheim takeaway: Potentially good for gas, given the drop in associated gas. While
summer gas prices look challenged with potential LNG shut-ins and industrial weakness,
next year we should see a strong YoY comparison on likely better weather comps and the
massive drop in associated gas production.

NY – Energy storage RFPs delayed due to COVID

• “Due to challenges presented by the COVID-19 pandemic, the date for making any
awards resulting from their competitive RFP process to deploy a minimum of 10 MWs of
qualified energy storage systems will be delayed until May 15 2020.”

• See HERE.

Guggenheim takeaway: Minor FYI.

ERCOT – ERCOT prices pop on unseasonal heat wave

• Prices on March 23 for South Hub and Houston rose over $80/MWh as temperatures
crossed the 90 degree mark in parts of the state.

• More HERE and HERE.

Guggenheim takeaway: No surprise to us after we highlighted the weather forecasts last
week. Overall, the state remains in the shoulder season.

AEE – Staff conducts preliminary review of Ameren IL rate case

• ICC Staff conducted a preliminary review of Ameren IL’s petition for a general rate
increase and did not reveal any deficiencies for reporting.

• Docket HERE.

Guggenheim takeaway: Minor heads up.

NY/Solar – COVID-19 delays public hearings for solar farms

• Public hearings for certain solar farms in NY have been delayed.

• “Projects are still on track, and we will resume our public hearing schedule as soon as
it is safe to do so.”

• Link HERE.

Guggenheim takeaway: FYI. The projects remain on track and it will be interesting to see
if there can be a workaround (i.e. virtual hearings).

CNP – CenterPoint Houston submits compliance filing on customer rates according
to final settlement ruling

• CNP Houston Electric filed the rate sheets for its customers that correspond to the final
rate settlement.

• The administrative filing is a part of compliance filings required for rates that were already
in effect.

• Docket: 49421.
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Guggenheim takeaway: Minor procedural item that closes the proceeding.

Liquified Nat Gas – Woodside Petroleum delays its FID for multiple LNG projects

• Woodside Petroleum Ltd (WPL.AX) has deferred FID on Scarborough, Pluto Train 2 and
Browse liquefied natural gas projects.

• The decision comes from the uncertainty created by the global coronavirus pandemic.

• WPL also plans to cut its overall capex by up to 50%.

Guggenheim takeaway: Datapoint on global commodity outlook during the coronavirus
pandemic. Uncertainty and near-term over-supply impacts are being seen globally.We need
to watch this dynamic closely, given LNG exposure with some of our utilities under coverage.
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Fireside Chat with NorthWestern Energy (NWE)
Bob Rowe, Chief Executive Officer
Brian Bird, Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Bob Rowe and Brian Bird of NorthWestern Energy.

Date and Time

Monday, March 30, 2020
10:30AM ET

Company Information

Market Cap: $2.65bn

NorthWestern Corp. (NWE) engages in generating and distributing electricity and natural gas. It operates through the following segments:
Electric Utility Operations, Natural Gas Operations, and All Other. The Electric Utility Operations segment includes generation, transmission,
and distribution of electric utility business as a vertically integrated generation transmission and distribution utility. The Natural Gas
Operations segment comprises production, storage, transmission, and distribution of natural gas. The All Other segment consists of
unallocated corporate costs. The company was founded in November 1923 and is headquartered in Sioux Falls, SD. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button above to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with WEC Energy Group Inc (WEC)
Gale Klappa, Executive Chairman

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Gale Klappa of WEC Energy.

Date and Time

Monday, March 30, 2020
2:00PM ET

Company Information

Market Cap: $22.23

WEC Energy Group Inc (WEC) is a holding company, which engages in the generation and distribution of electricity and natural gas.
It operates through the following segments: Wisconsin, Illinois, Other States, Electric Transmission, Non-Utility Energy Infrastructure and
Corporate & Other. The Wisconsin segment refers to the electric and gas utility operations. The Illinois segment deals with natural gas utility
and non-utility activities. The Other States segment pertains to natural gas operations of the firm's subsidiaries. The Electric Transmission
segment holds interests in state regulatory commissions. The Non-Utility Energy Infrastructure segment includes Wisconsin Electric Power,
which owns and leases generating facilities. The Corporate and Other segment refers to the firm's administrative and holding activities.
The company was founded in 1981 and is headquartered in Milwaukee, WI.  (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with Duke Energy Corp (DUK)
Steve Young, Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Steve Young of Duke Energy.

Date and Time

Wednesday, April 1, 2020
2:00PM ET

Company Information

Market Cap: $50.14bn

Duke Energy Corp (DUK) engages in distribution of natural gas and energy related services. It operates through the following segments:
Electric Utilities and Infrastructure, Gas Utilities and Infrastructure, and Commercial Renewables. The Electric Utilities and Infrastructure
segment conducts operations primarily through the regulated public utilities of Duke Energy Carolinas, Duke Energy Progress, Duke Energy
Florida, Duke Energy Indiana and Duke Energy Ohio. The Gas Utilities and Infrastructure segment focuses on natural gas operations
primarily through the regulated public utilities of Piedmont and Duke Energy Ohio. The Commercial Renewables segment acquires,
develops, builds, operates, and owns wind and solar renewable generation throughout the continental United States. The company was
founded in 1904 and is headquartered in Charlotte, NC. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with American Water Works Company, Inc. (AWK)
Walter Lynch, Chief Executive Officer
Susan Hardwick, Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Walter Lynch and Susan Hardwick of American Water
Works.

Date and Time

Thursday, April 2, 2020
10:00AM ET

Company Information

Market Cap: $17.56bn

American Water Works Company, Inc. (AWK) engages in the provision of complementary water and wastewater services. It operates
through the following segments: Regulated Businesses, Market-Based Businesses, and Other. The Regulated Businesses segment
provides water and wastewater services to customers. The Market-Based Businesses segment is responsible for Military Services Group,
Contract Operations Group, Homeowner Services Group, and Keystone Operations. The Other segment includes corporate costs that
are not allocated to the Company's operating segments, eliminations of inter-segment transactions, fair value adjustments and associated
income and deductions related to the acquisitions that have not been allocated to the operating segments for evaluation of performance
and allocation of resource purposes. The company was founded in 1886 and is headquartered in Camden, NJ. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with Pinnacle West Capital Corporation (PNW)
Jeff Guldner, Chief Executive Officer
Ted Geisler, Chief Financial Officer
Jim Hatfield, Chief Administrative Officer & Treasurer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Jeff Guldner, Ted Geisler and Jim Hatfield of Pinnacle
West Capital.

Date and Time

Wednesday, April 8, 2020
12:00PM ET

Company Information

Market Cap: $7.99bn

Pinnacle West Capital Corporation (PNW) is a holding company, which engages in providing energy and energy-related products. It offers
regulated retail and wholesale electricity businesses and related activities, such as electricity generation, transmission and distribution
through its subsidiary, Arizona Public Service Co. The company was founded on February 20, 1985 and is headquartered in Phoenix,
AZ. (Source: FactSet)

Dial-in
To participate in the conference call, register using this link or the button below to:

• Receive Dial-In details including your unique PIN

• Add the call to your calendar

Register Now

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Fireside Chat with Southern Company (SO)
Drew Evans, EVP & Chief Financial Officer

Please join Guggenheim Research Analyst Shar Pourreza for a fireside chat with Drew Evans of Southern Company.

Date and Time

Tuesday, April 7, 2020
2:00PM ET

Company Information

Market Cap: $57.1bn

Southern Company (SO) is a holding company, which engages in the sale of electricity. It operates through the following segments:
Traditional Electric Operating Companies, Southern Power and Southern Company Gas. The Traditional Electric Operating Companies
segment refers to vertically integrated utilities that own generation, transmission and distribution facilities, and supplies electric services
in the states of Alabama, Georgia, Florida, and Mississippi. The Southern Power segment constructs, acquires, owns, and manages
generation assets such as renewable energy projects and sells electricity in the wholesale market. The Southern Company Gas segment
distributes natural gas through natural gas distribution facilities in the states of Illinois, Georgia, Virginia, New Jersey, Florida, Tennessee,
and Maryland. The company was founded on November 9, 1945 and is headquartered in Atlanta, GA. (Source: FactSet)

Dial-in
Dial-in: Please contact your Guggenheim Sales Representative for the Conference Call Dial-in link

Participating Guggenheim Analysts

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & Alternative Energy
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close3/26/2020 Guggenheim Consensus

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 17.8 Buy $92 $72.79 2.9% 56% 246 3.53      3.90      4.15    4.43    20.6 18.7 17.5 16.4 3.48    3.79    4.02    4.34    20.9 19.2 18.1 16.8

AEP American Electric Power 40.1 Sell $84 $81.80 3.5% 63% 495 4.42      4.74      4.99    5.28    18.5 17.3 16.4 15.5 4.36    4.67    4.99    5.33    18.7 17.5 16.4 15.4

ALE ALLETE 3.2 Buy $88 $62.32 4.1% 64% 52 3.60      4.15      4.27    4.33    17.3 15.0 14.6 14.4 3.57    3.98    4.25    4.38    17.4 15.7 14.7 14.2

AVA Avista 2.7 Sell $40 $40.26 3.7% 76% 67 2.04      2.22      2.42    2.56    19.7 18.1 16.6 15.7 1.97    2.19    2.32    2.38    20.4 18.4 17.4 16.9

CMS CMS Energy 16.4 Neutral $62 $56.94 2.8% 61% 284 2.68      2.88      3.06    3.26    21.2 19.8 18.6 17.5 2.67    2.87    3.08    3.28    21.3 19.8 18.5 17.4

DUK Duke Energy 59.5 Buy $107 $81.19 4.8% 74% 733 5.29      5.55      5.80    6.05    15.3 14.6 14.0 13.4 5.21    5.45    5.72    5.99    15.6 14.9 14.2 13.6

ED Consolidated Edison 25.0 Sell $78 $75.92 3.5% 68% 334 4.40      4.57      4.77    4.99    17.3 16.6 15.9 15.2 4.44    4.62    4.79    4.98    17.1 16.4 15.8 15.2

EIX Edison International* 20.9 Suspended NA $57.73 NA NA 363 NA NA NA NA NA NA NA NA 4.49    4.62    4.79    5.12    12.9 12.5 12.0 11.3

ES Eversource Energy 25.8 Buy $102 $78.74 2.7% 59% 330 3.70      3.96      4.18    4.41    21.3 19.9 18.8 17.9 3.66    3.90    4.13    4.35    21.5 20.2 19.1 18.1

ETR Entergy 19.1 Buy $145 $96.71 3.8% 65% 200 5.66      6.02      6.42    6.76    17.1 16.1 15.1 14.3 5.60    5.99    6.36    6.72    17.3 16.1 15.2 14.4

EVRG Evergy 12.9 Buy $72 $58.16 3.8% 68% 227 3.10      3.27      3.40    3.52    18.8 17.8 17.1 16.5 3.11    3.23    3.39    3.58    18.7 18.0 17.1 16.3

FE FirstEnergy 20.8 Buy $56 $38.67 3.9% 61% 541 2.51      2.66      2.79    2.90    15.4 14.5 13.9 13.3 2.50    2.64    2.77    2.94    15.5 14.7 14.0 13.1

HE Hawaiian Electric 4.5 Neutral $44 $40.75 3.2% 64% 109 2.04      2.16      2.26    2.37    20.0 18.9 18.0 17.2 1.99    2.15    2.29    2.37    20.4 19.0 17.8 17.2

LNT Alliant Energy 11.5 Buy $56 $47.90 3.2% 63% 245 2.40      2.57      2.70    2.85    20.0 18.6 17.7 16.8 2.44    2.58    2.72    2.65    19.6 18.6 17.6 18.1

NWE NorthWestern 2.9 Neutral $71 $59.10 3.7% 68% 50 3.47      3.65      3.80    3.96    17.0 16.2 15.6 14.9 3.53    3.70    3.86    4.03    16.8 16.0 15.3 14.7

PCG PG&E Corporation* 5.2 Suspended NA $9.79 NA NA 529 NA NA NA NA NA NA NA NA 4.09    4.33    4.32    - 2.4 2.3 2.3 -

PNW Pinnacle West 8.9 Neutral $93 $79.34 4.1% 65% 112 4.84      5.14      5.51    5.88    16.4 15.4 14.4 13.5 4.86    5.11    5.38    5.83    16.3 15.5 14.7 13.6

POR Portland General Electric 4.3 Sell $49 $48.02 3.5% 62% 89 2.56      2.75      2.83    2.89    18.8 17.5 17.0 16.6 2.58    2.74    2.84    2.90    18.6 17.5 16.9 16.6

PPL PPL Corporation 18.7 Buy $38 $24.67 6.3% 68% 768 2.51      2.53      2.65    2.75    9.8 9.8 9.3 9.0 2.50    2.49    2.62    2.78    9.9 9.9 9.4 8.9

SO Southern Company 57.4 Neutral $68 $55.14 4.9% 77% 1054 3.22      3.41      3.58    3.76    17.1 16.2 15.4 14.7 3.18    3.31    3.55    3.86    17.3 16.7 15.5 14.3

WEC WEC Energy 27.6 Neutral $93 $86.77 2.7% 67% 315 3.73      3.98      4.26    4.50    23.3 21.8 20.4 19.3 3.74    3.99    4.25    4.53    23.2 21.7 20.4 19.2

*Average (Excl. PPL for P/E) 3.6% 65.6% 18.6 17.4 16.5 15.7 18.7 17.6 16.6 15.8

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.4 Neutral $94 $80.74 1.8% 38% 16 4.02      4.40      4.73    5.03    20.1 18.4 17.1 16.1 4.07    4.38    4.70    4.96    19.8 18.4 17.2 16.3

NI NiSource 9.3 Buy $31 $24.55 3.6% 65% 382 1.36      1.41      1.51    1.61    18.1 17.4 16.3 15.2 1.35    1.41    1.51    1.61    18.2 17.4 16.3 15.2

NJR New Jersey Resources 3.1 Neutral $35 $32.76 4.1% 60% 96 2.05      2.26      2.42    2.58    16.0 14.5 13.5 12.7 2.10    2.32    2.42    2.58    15.6 14.1 13.5 12.7

NWN NW Natural Gas 1.9 Sell $57 $62.37 3.3% 76% 30 2.35      2.55      2.63    2.71    26.5 24.5 23.7 23.0 2.38    2.55    2.64    2.71    26.2 24.4 23.6 23.0

OGS ONE Gas 4.1 Neutral $93 $77.81 3.0% 60% 53 3.64      3.89      4.16    4.43    21.4 20.0 18.7 17.6 3.61    3.85    4.14    4.34    21.5 20.2 18.8 17.9

SJI South Jersey Industries 2.4 Buy $37 $25.72 5.0% 72% 92 1.59      1.72      1.90    2.02    16.2 15.0 13.5 12.7 1.53    1.67    1.81    2.02    16.9 15.4 14.2 12.7

SR Spire 3.7 Neutral $72 $72.93 4.0% 66% 51 3.89      4.04      4.31    4.60    18.7 18.1 16.9 15.9 3.88    4.07    4.29    4.53    18.8 17.9 17.0 16.1

Average     3.8% 67% 19.5 18.2 17.1 16.2 19.5 18.2 17.2 16.3

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 35.4 Buy $53 $36.59 4.3% 51% 974 3.13      3.03      3.07    3.11    11.7 12.1 11.9 11.8 3.11    2.98    3.07    3.15    11.8 12.3 11.9 11.6

PEG PSEG 21.9 Buy $64 $44.01 4.7% 59% 505 3.39      3.48      3.67    3.94    13.0 12.6 12.0 11.2 3.38    3.45    3.57    3.82    13.0 12.8 12.3 11.5

Average     4.5% 55% 12.3 12.4 12.0 11.5 12.4 12.5 12.1 11.6

Market Target Current Dividend ('21E) Payout Diluted   

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 7.1 Buy $51 $28.24 4.5% - 251 1,981    1,897    1,864  1,824  6.0 5.9 5.5 5.1 1,987  1,897  1,886  1,800  6.1 6.5 6.6 NA

VST Vistra Energy 7.8 Buy $39 $15.79 3.7% - 488 3,440    3,364    3,291  3,241  5.0 4.8 4.6 4.3 3,406  3,338  3,209  3,114  4.9 4.9 5.0 NA

Average 5.5 5.3 5.0 4.7 5.5 5.7 5.8 NA

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 7.9 Buy $29 $15.89 7.4% 75% 503 1.46      1.54      1.65    1.75    10.9 10.3 9.6 9.1 1.41    1.50    1.57    1.63    11.3 10.6 10.1 9.8

D Dominion 60.7 Buy $96 $72.44 4.9% 81% 838 4.44      4.74      4.98    5.22    16.3 15.3 14.5 13.9 4.39    4.63    4.87    5.09    16.5 15.6 14.9 14.2

DTE DTE Energy 18.6 Buy $143 $97.98 4.5% 60% 193 6.68      7.22      7.56    7.91    14.7 13.6 13.0 12.4 6.62    7.10    7.49    7.95    14.8 13.8 13.1 12.3

NEE NextEra 113.0 Buy $274 $231.10 2.6% 57% 489 9.23      10.05    10.71  11.26  25.0 23.0 21.6 20.5 9.08    9.85    10.62  11.20  25.4 23.5 21.8 20.6

OGE OGE Energy 6.1 Neutral $42 $31.37 5.4% 71% 200 2.26      2.39      2.50    2.62    13.9 13.1 12.5 12.0 2.26    2.35    2.44    2.58    13.9 13.4 12.9 12.2

SRE Sempra Energy 35.9 Buy $186 $123.60 3.7% 59% 292 7.20      7.78      8.09    8.48    17.2 15.9 15.3 14.6 7.14    7.87    8.30    8.59    17.3 15.7 14.9 14.4

Average     4.8% 67.2% 16.3 15.2 14.4 13.7 16.5 15.4 14.6 13.9

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 21.9 Neutral $128 $119.32 1.8% 55% 181 3.85      4.26      4.65    5.02    31.0 28.0 25.7 0.0 3.86    4.23    4.55    4.95    30.9 28.2 26.2 24.1

Market Target Current Dividend ('21E) Payout Diluted   

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.6 Suspended NA $20.23 NA - 183 NA NA NA NA NA NA NA NA 1,124  1,146  1,165  1,131  9.1 8.7 8.9 NA

NEP NextEra Energy Partners 2.7 Buy $63 $41.94 5.6% - 66 1,383    1,532    1,660  1,775  7.9 7.5 0.0 0.0 1,318  1,415  1,526  1,504  8.3 8.1 8.1 NA

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.

Price / EarningsEarnings Per Share Earnings Per Share Price / Earnings
Regulated Electric Utilities (1) Rating

Integrated Utilities (3) Rating

Rating
Independent Power Producers 

(IPPs) (4)

Regulated Gas Utilities (2) Rating

Rating

Other Rating

Multi-Industry Utilities (5) Rating
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC D Rescheduled, TBA NYC  

WEC 2/18-2/21 West Coast DTE Rescheduled, TBA NYC  

SO 2/25-2/26 Midwest PEG 5/11-5/12 Midwest  

SJI 3/4 NYC  ALE 5/19-5/20 NYC/Boston  

DTE 3/24 - 11:30AM Fireside Chat  ETR 5/26-5/29 NYC/Boston  

ETR 3/27 - 10:30AM Fireside Chat  VST 6/3-6/4 Midwest  

NWE 3/30 - 10:30AM Fireside Chat  PNW 6/10-6/12 Midwest  

WEC 3/30 - 2:00PM Fireside Chat  LNT 8/10-8/11 West Coast  

DUK 4/1 - 2:00PM Fireside Chat  EVRG 8/12 Boston  

AWK 4/2 - 10:00AM Fireside Chat  AWK 8/24-8/26 West Coast  

SO 4/7 - 2:00PM Fireside Chat  NWE 9/16-9/18 West Coast/TX  

PNW 4/8 - 12:00PM Fireside Chat  OGS 10/1-10/2 TBD  

ES Rescheduled, TBA NYC  DUK 10/8-10/9 Midwest  

CMS Rescheduled, TBA Midwest      
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Regulatory Calendar

 

Power and Utilities: Coverage Calendar (03/05/2020 - 05/04/2020)

Date Ticker Event / Proceeding Utility State Docket Description

3/9/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359 Commission Order

3/10/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Data Requests on Rebuttal

3/11/2020 AEP Electric Rate Case Indiana Michigan Power Co. IN Ca-45235 Order within 300 days deadline

3/11/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335 Evidentiary hearings begin

3/20/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20360 Replies

3/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-013 Initial Briefs.

3/24/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

3/25/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

4/1/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335  New rates likely effective by this date 

4/7/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Target Date for Filing any Settlement 

4/14/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/15/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/16/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-014  Reply Briefs. 

4/22/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/23/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/24/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359  Commission Order 
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. ETR – Fireside Chat With Mgmt. – No Indication of a Slowdown Just Yet, Positioned with Contingency, Strategy Unchanged
2. DTE – Motor City Fireside Highlights No NT Fire Drills; Not Recession Proof, but for DTE, It's "Been There, Done That"
3. SRE – Quick Take: Balanced Analyst Day Growth, LNG Delays, No Equity Needs; Covid-19 Impacts Could be Near-Term Hurdle
4. CMS NDR – Chartering the Unknown in MI; Pandemic Plan in Action, Positioned Well, but Impacts Will Take Time to Play Out
5. LNT: Upgrading to Buy - Finding a Foxhole in the Badger State
6. SR: Upgrade to Neutral - Appropriate Risk/Reward Following Equity Decline; Now Relatively Too Cheap to Maintain Sell
7. NJR – Upgrade to Neutral, “Relative” Underperformance Right-Sizes Risk/Reward Balance
8. ES NDR – “Virtually” Solid Mgmt. Meetings; LT Growth Cemented w/ (Ever)Source of Spending Opportunities & Catalysts
9. SJI NDR: South Jersey’s Finest Takes a Bite Out of the Big Apple
10. CNP: 2020 Preview and Beyond – Renewed Earnings Trajectory Could Surprise to the Upside with a Cleaner Business Mix
11. D & DUK - One Small Step for ACP, One Giant Leap for Gas Developers
12. WEC NDR: One Utility Under Gale, with Growth and Decarbonization for All
13. NEE/D: “South Carolina on My Mind”: SC DoA Recommends NEE as Buyer, D as Mgmt Contract
14. EXC – Too Clean to Fail? Illinois Policy Hangs Over Strong Regulated Story but Movement May Be Coming
15. FE – Another Boring Update? Just What the Market Ordered…
16. NJR - Regulated Performance Offset by CEV SREC Timing and Energy Services Weakness: Some Ground to Make Up
17. DTE 4Q Beats Consensus; GS&P More Stable Than Meets The Eye in 2020; Conservative Mgmt. Team – Conservative Plan
18. SR: Strong Print and Stepping Into the Fray, Mgmt. Lays Out Approaches to Tackle ISRS Lag
19. CNP - Surprise Surprise, Step 1 Complete: Selling Partial Non-Utility Segment: More to Come
20. CMS 4Q19 – Staying Efficient to Stay in Favor; Slight Miss on the Q, Slight Raise on the Capex, Runway Reaffirmed
21. WEC – Entering the New Decade on the Right Foot
22. SJI: FERC Order Bolsters PennEast Case but Not a Game Changer; Positive Datapoint but Viability Remains on Life Support
23. NEE/NEP: New Year, New NEE… But Not Really; EPS Miss, But Guidance As Achievable As Ever – Remains Our Bellwether Name
24. EVRG: Slow Rate Base Growth? There’s an Activist for That – We See Little Downside Risk
25. CNP – Settlement Terms Setup Brings CEHE in Line with Our Numbers; Gaining Clarity, Removing Overhang
26. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
27. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
28. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
29. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
30. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
31. EXC: EDF Finally Ejects
32. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
33. EXC: It’s a Federal Probe, Not a Wildfire…
34. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
35. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
36. DUK - SB 559 Moving Constructively Through the Process
37. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
38. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
39. VST Meeting: Quick Takes from Our Abridged Texas Trip
40. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
41. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
42. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
43. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
44. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
45. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
46. VST: Vistra Lassos Ambit Energy
47. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
48. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
49. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
50. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
51. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
52. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
53. PPL - A Quandary Unlike Any Other
54. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
55. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
56. LNT: For a Good Night’s Sleep, Take Alliant

GUGGENHEIM SECURITIES, LLC Page 15See pages 17 - 18 for analyst certification and important disclosures.

POWER, UTILITIES & ALTERNATIVE ENERGY

March 30, 2020

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:52 AM. 35

Attachment SDR-ROR-10(e)
35 of 559

https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?mime=html&co=guggenheim&id=replaceme@bluematrix.com&source=mail&encrypt=e50cae64-53e4-4adb-84d5-b6015654d035
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?mime=html&co=guggenheim&id=replaceme@bluematrix.com&source=mail&encrypt=bdda934a-811b-47e9-84bc-e38292a70188
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=2663f96d-4d5f-4e66-a915-b86a0a59bdf2&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
http://research.guggenheimpartners.com/SingletrackCMS__DownloadDocument?uid=87c7b65e-479c-41af-a993-467b13b0d07d&docRef=a59d8b36-b905-4e72-9c50-ec9198a5b87d&jobRef=76a07cbf-7613-4c81-8b84-0424980a6584
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=041f4089-7b57-4ad1-a4ef-0a9d715814e2&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=31ecccd1-689a-48d8-8d35-2b945ad15f1f&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=2d7c1e48-6f61-4817-b9c6-700b5bbab66a&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=dfe64eb7-4304-472a-a236-d15fffaf8cca&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=699374c4-944b-49b8-af8b-f37a5f031a5e&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=cd60e57d-d22f-4b77-b0b4-f399a953a052&mime=pdf&co=guggenheim&id=James.Clark@guggenheimpartners.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=4d4b3f0b-5fce-454b-8a69-549d185b9ff4&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=09a0f48a-1823-49f5-966a-f9151185b5b0&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=ab40e705-3324-4cf5-9346-cc159b31120c&mime=pdf&co=guggenheim&id=James.Clark@guggenheimpartners.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?mime=html&co=guggenheim&id=replaceme@bluematrix.com&source=mail&encrypt=dc91edfb-e513-4349-846c-5154a8472df6
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?mime=html&co=guggenheim&id=replaceme@bluematrix.com&source=mail&encrypt=fee9852b-55a2-4f68-aefe-41b51c968d45
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?mime=html&co=guggenheim&id=replaceme@bluematrix.com&source=mail&encrypt=710ee3ac-1617-4e72-a674-d8f178dd4a77
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=22961e1d-64e5-406d-a778-4c49aa1b611d&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
http://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=66c6f1ba-ee20-4c20-a73a-ff5f6e7e5030&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
http://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=17768eb8-c1f1-4822-99ef-5065b4b37a33&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=8922bd5f-d829-4c28-ad34-50e4328e669b&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=3de5bf6d-b78e-4007-8770-f77e26144546&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=0b716700-10c4-4100-84ad-91ae32a52990&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=3a1e8587-8612-4d2e-ad6c-f90ac4390b21&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=a7f48160-869c-4b38-aa1d-f7b4164862ea&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=8cc01590-4af6-4d57-802f-d8cfd7bd0d49&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=58c7d531-485a-47e1-8c96-58144b0733d8&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail&encrypt=2e50b47f-8cff-4055-a617-10ede2190d70
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=50cdf180-7163-402e-b5b8-27d83d2416c1&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=50cdf180-7163-402e-b5b8-27d83d2416c1&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=ef4caf30-fe43-4d87-a81f-e7f2662afd6e&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=40f15181-288b-4c42-afc7-508557812fca&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/docs/html/adf8a683-0a54-469f-9c9d-3d881d8612c5.html
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=e1076b87-3f8a-427b-8ca0-27aec66e1f0e&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=6afc0e19-ff58-4ab5-a06b-897b96ce3f02&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=d6ae82f6-eb51-4ad8-835a-de907c66e132&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=b2b6241d-2ab5-4557-aeb5-d7572d4e1345&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=2a80fb90-0cb0-4dc0-99b9-d3d435a0d0f9&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=e4795a12-0f41-48de-a926-3673cf7bb5ae&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=c571b37d-8071-42d9-85e3-cbb17819044d&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=2710fce5-9a16-4a9e-8de7-b169efd30b3c&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=f89e5bdd-37f8-42a7-811b-5fb83e0373bc&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=d545f110-a0d2-4b29-979f-525aa661a949&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=8d649634-5153-4a98-966d-2f677c6edb46&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=4b4cb8bf-ebb5-48e7-8bda-f95fd57d49d5&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=836329e0-9a50-430b-8d17-be14effca251&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=a06540f4-7a6b-4d21-a9c3-5786a8916713&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=6205c476-ddb6-453d-9b6f-9fb5f790b387&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=02d721ce-c6a4-4aac-ad80-47125046a330&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=d7c7d326-5d2c-4c0f-a8d5-df77641f7a38&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=9ee1c319-f7a8-4f8e-9041-d722b0cb2eb0&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=8f1f50d1-5508-4a7f-b3f0-04e0dc064f62&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=d122f788-840e-4301-9376-8a107948c6d3&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=1ce6f2a1-773c-4289-8a91-805edf1bf40b&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=e36d5940-7f94-4154-8529-8762b3d94b08&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=728f0664-4202-4304-8e61-c049c0e0103e&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=529fb57b-9f4e-401b-86f1-6f78a7be85f7&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=7172e93a-22d2-4e81-8f01-0baee138a310&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
http://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=3d730510-9e94-4f38-b7af-a1478e780644&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail


57. NRG: More Down‘Stream’ Retail Expansion
58. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
59. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
60. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
61. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
62. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
63. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
64. SRE: Simplicity is the Ultimate Sophistication…
65. VST: Another Day, Another Illinois Policy Proposal
66. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
67. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
68. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
69. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
70. EXC NDR: State Rescue Cometh - Deeper Dive
71. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
72. D: NDR – Coming Out Party Well Received - March Madness Continues
73. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
74. FE NDR: Time Is the Furthest Distance Between Two Points…
75. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
76. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
77. SRE: Another Day, Another Dollar: Buying Low; Selling High
78. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax

Key Industry Research
1. PJM: Proposed Auction Timeline Features State Policy Accommodation
2. FERC ROE Policy Call: Different Commissioner, Similar Expectations
3. FERC ROEs: Former Commissioner Policy Call Points to No Easy Answers
4. Illinois Policy Call: Too Clean to Drain the Swamp? Will Springfield Lawmakers Reach Criticality? Still Too Early to Say…
5. PJM: As Fluid as It Gets - Expert Call Highlights Still-Challenging Auction Dynamics
6. Two-Way Better Than One-Way: Open Dialogue With MO, GA Commissioners – Fruitful Discussion
7. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
8. PJM: Does MOPR-Ex Bring Closure? Not Quite…
9. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
10. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
11. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
12. Guggenheim EEI Takeaways - Day Three
13. Guggenheim EEI Takeaways - Day Two
14. Guggenheim EEI Takeaways - Day One
15. PJM: Not So Fast - FERC Puts the Brakes on August Auction
16. Utility and IPP 2Q19 Model Sweep
17. ERCOT: Guggenheim Texas Power Market Luncheon Recap
18. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
19. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
20. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
21. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
22. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
23. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
24. Guggenheim's 2018 EEI Summary
25. Guggenheim EEI Takeaways - Day 3
26. Guggenheim EEI Takeaways - Day 2
27. Guggenheim EEI Takeaways - Day 1
28. Guggenheim EEI - Investor Question Bank
29. PJM: No Country for Common Ground; Reply Briefs Land at FERC
30. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
31. Coal/Nuclear: Will Politics “Trump” Reality
32. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
33. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
34. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES
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Energy: Electric Utilities

Heads Up - The Week Ahead in Utilities: XEL, AVA, DUK, PEG, EXC, D, SRE, SO,
SRE, ED, FE
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

Hearings were expected to begin in XEL's TX GRC on March 30, but the parties agreed to a one week abatement
to the procedural schedule in order to facilitate settlement negotiations; WA Commission authorizes AVA's partial
settlement in electric and gas rate cases, in-line with expectations; Duke Energy Carolinas (DEC) reaches partial
settlement in NC GRC; NJ formally begins looking into PJM capacity market alternatives; VA SCC again rejects a
significant part of D's VEPCO grid modernization plan; SO's Vogtle reaches another milestone with the containment
top placed for Unit 4; SRE's Cameron LNG gets an extension through 2024 for the expansion project; Bad Debt
expenses are an underappreciated risk within the utility space - TX PUC takes the first to set up a COVID-19
Electricity Relief Program, MI regulators applaud proactive moratoriums for DTE and CMS, and other states may
follow

In a recently published note Kicking the Tires — Looking for Vulnerabilities in the Regulated Model, we wrote that as economic
disruptions caused by the ongoing pandemic continue, we are looking across our regulated utilities coverage probing for
potential vulnerabilities against this backdrop. Unlike some other industries, utilities are not facing an earnings cliff as a result of
these disruptions; however, some pressure points exist. We examine the implications of volumes, pensions, bad debt expense, ROEs,
and regulatory factors across our coverage.

In an earlier note (Brace for Impact) where we discussed the impact a COVID-19 induced recession could have, we adjusted
ratings on a number of companies under our coverage to reflect a change in our NT macro and idiosyncratic outlook. We
believe that economy-destroying policy responses to the emergence of COVID-19 are poised to drive the U.S. economy into a recession
within the next 12 months, and the oil price war is likely to exacerbate the situation. Consequently, we believe that the utilities sector is
an attractive space to "hide" in, while collectively increasingly attractive vs. treasuries dividend yield. That said, appropriate positioning
within the sector will be crucial in the next 12 months, in our view, which is forcing us to think in relative terms.

A full regulatory calendar for companies under our coverage is presented below. We expect the calendar to undergo some changes over
the next several days and weeks as commissioners across the country grapple with the new reality of social distancing, teleworking,
and conference calls. Some notable dates this week include:

Hearings were expected to begin in XEL's TX GRC on March 30, but the parties agreed to a one week abatement to the
procedural schedule in order to facilitate settlement negotiations: As a reminder, the PUC staff recommended a $75.1M revenue
increase premised on a 9.1% ROE (51% equity layer) and a 6.76% total return on rate base valued at $2.505B. This compares to
the Company's revised request for a $136.5M revenue increase premised on a 10.35% ROE (54.62% equity layer) and a 7.62% total
return on rate base valued at $2.590B. We view the current positions as not too far apart and anticipate a reasonable outcome for XEL
in the case. Based on recent management commentary, there is little concern around disallowance of capital given Hale Wind makes
up the majority of the current request and has already been pre-approved for recovery. Investors have notably been pointed toward
XEL's NM rate case as a "better proxy" for its TX rate case given the attempted recovery of Hale Wind and a number of the same
interveners in both cases. A final decision is expected from the PUCT in 2Q20, with rates going into effect immediately thereafter.
Management expects to file for a rate review in TX in early 1Q21 with respect to recovery of its Sagamore Wind project.

Recent developments for companies under our coverage include:

In our mid-week report we wrote: 1) SRE hosted a virtual analyst day; 2) news of COVID-19 induced regulatory and legislative
delays starting to hit the tape; 3) MPSC filed a schedule for CMS's electric rate case; 4) DTE CFO to retire, EPS guidance maintained;
5) DTE received staff testimony for its gas rate case; 6) DTE agreed to accept the MPSC's recommendations for its IRP; 7) IN Gov
signed a bill delaying coal plant retirements; 8) heartening to see the debt markets open for the utilities.
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AVA - WA Commission authorizes settlement in electric and gas rate cases, in line with expectations:

● On March 25, AVA received commission approval of its multiparty settlement, which calls for an annual electric billed revenue
increase of $28.5M (5.4%) and annual natural gas billed revenue increase of $8.0M (5.2%). The authorization is in line with our
modeling expectations. The revenue increases are premised on a 9.4% ROE (48.5% equity layer) and a rate of return on rate
base of 7.21%.

● The Commission further ordered AVA to refund customers the full $8.4M from its recently decided 2015 remand case over one year
and to return $42.4M of ERM benefit over a two-year period. The Commission specifically noted WA's state of emergency due to
COVID-19 as one reason for the accelerated flowback to customers.

● Considering all refunds, the net bill impact to customers will be roughly half of the authorized revenue increase. Notably, the
Commission approved an extension of electric and natural gas decoupling mechanisms through March 2025. New rates will be
effective April 1, and assuming no changes to recent management commentary, the Company expects to file new electric and gas
cases in the state soon.

DUK - Duke Energy Carolinas (DEC) reaches partial settlement in NC GRC:

● DEC reached a partial settlement with the NCUC Staff in the Company's GRC on matters related to storm cost deferral. The March
25 stipulation requires DEC to remove deferred storm costs from the rate case and file a petition to securitize the costs within 120
days of a commission order in the rate case. The petition will outline the costs' reasonableness and prudence of the storm costs
and is a result of recently passed legislation in the state allowing utilities to recover storm costs through debt issuance.

● The parties further agreed on certain assumptions related to the economic benefits associated with the securitization financing
plan, as well as other minor issues related to accounting assumption of employee and executive compensation and incentives.
Therefore, the majority of issues remain outstanding in the case, namely ROE, cap structure, coal ash cost recovery, and EDIT
liabilities, among others.

● Due to COVID-19, the procedural schedule in the case was recently suspended by roughly 60 days (evidentiary hearings were
expected to begin on May 4), and the Company is weighing whether to put interim rates into effect, subject to refund, if an order
is not received by August 1. For reference, DUK's revised, requested revenue increase is $464.7M, which is premised on a 10.3%
ROE (53% equity layer) and a 7.58% return on rate base valued at $15.51B. The increase would be reduced by $154.6M of tax-
related funds to customers, which would result in a $290.8M net revenue increase. The request compares to the Staff's revised
recommendation for a $126.7M gross revenue increase premised on a 9.0% ROE (50% equity layer) and a 6.65% total return on
rate base valued at $16.65B. The Staff's recommended flowback of EDIT would result in a $272.6M base rate reduction in the first
year and $111.9M reduction in years two through five.

PEG, EXC - NJ formally begins looking into PJM capacity market alternatives:

● In a March 27 press release, the NJPBU announced it began looking into alternatives to PJM's capacity market after FERC's
expanded MOPR rule (which we discussed here) favors fossil fuels, undermines the state's ability to mandate clean energy policy,
and increases costs for consumers over time.

● The state noted its investigation into the matter revolved around the state's ability to achieve premium reliability standards without
sacrificing clean energy and environmental objectives, all while keeping costs to consumers as low as possible. NJ, among other
more progressive states, has notably set a 100% clean energy goal by 2050.

D - VA SCC again rejects a significant part of VEPCO's grid modernization plan:

● In an order issued on March 26, the commission accepted provisions of the plan designed to improve cybersecurity, service reliability,
and existing customer service platforms, but rejected other features of the plan, including an AMI deployment plan. Of the total
$593.5M that D sought approval for (to be spent over 2019-2021), SCC approved ~$212M. D was seeking approval for a three
year spend of $593M of a 10-year $7B plan.

● The components of the plan included AMI, a customer information platform (CIP) to replace antiquated systems, Grid improvements
including improved grid technologies and grid hardening projects, Telecom and Security including physical and cybersecurity
systems, EV infrastructure that would include a number of VEPCO owned direct current fast charging stations.

● While the 2018 legislation mandated that costs associated with these programs could be recovered through riders, D was not
planning to seek rider treatment for AMI and CIP costs.

● The stated reason for SCC's rejections of parts of the plan is that D did not prove the reasonableness and prudence of the plan and
the costs associated with them. The rejection is however without prejudice.

SO - Vogtle reaches another milestone with the containment top placed for Unit 4:

● The final major lifts inside the containment vessels for GP's Vogtle 3 & 4 project are now complete following the placement of the
Unit 4 containment vessel top head. The project is now ~84% complete.
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● Following a recent call with GA Commissioner Pridemore, we wrote that so far it appears that activity at the Vogtle site is continuing
at an encouraging space despite COVID-19 related concerns. More details here.

SRE - Cameron LNG gets an extension through 2024 for the expansion project:

● In a move that was not unexpected, FERC granted Cameron LNG a four year extension to complete the expansion to the Cameron
LNG project until May 2024. The project was originally ordered to be put into service by May of this year. The consortium had
requested an extension to 2026 citing the need for sufficient time to finalize commercial arrangements that would allow construction
to commence.

● Cameron LNG has plans to add two more liquefaction trains to the existing 3 train program. Trains 1 and 2 are in service while
train 3 is expected to enter service in 3Q20.

Bad Debt expenses are an underappreciated risk within the utility space - TX PUC takes the first to set up a COVID-19
Electricity Relief Program, other states may follow:

● As we wrote in our recent industry note, bad debt expenses are an underappreciated risk withing the utility space. With most utilities
halting power disconnects for non-payments during the pandemic, growing bad debt expense could become a concern over time.
Almost none of the companies under our coverage have BDE tracked – most recover it in base rates, and historically it has not been
a significant factor given the non-discretionary nature of the purchase and the ability to disconnect power. Should regulators begin to
view moratorium in utility payments as a source of subsidy to consumers affected by the shut-ins, we could see a pronounced impact.

● Interestingly, TX PUC just issued a series of orders suspending utility service disconnections for non-payment and creating the
COVID-19 Electricity Relief Program. In our opinion, this is the first formal order and the first formal creation of a fund but more
states are likely to follow.

● PUCT is also asking all REPs within ERCOT to offer deferred payment plans to customers.
● Under the COVID-19 Relief Program the PUCT is asking all Transmission and Distribution Utilities (TDUs) to impose a $0.33/MWh

charge across all customer classes to establish a fund to reimburse the REPs and TDUs for under-collections.
● Amounts to be repaid to ERCOT will be collected through the TDU riders and repaid prior to the end of the COVID-19 Electricity

Relief Program. TDUs will create a regulatory asset to capture all reimbursement amounts and the ERCOT contribution. The funds
collected from the rider will be used to offset the regulatory asset and the ERCOT contribution repayment. The rider will stay in
effect until the regulatory asset balance is zero and ERCOT has been reimbursed.

● Additionally, MI PSC also put out a statement recently applauding DTE and CMS for enacting moratoriums on service disconnections
and offering flexible payment plans for those impacted. The commissioner highlighted that funds would be available through
partnering organizations, including the State Emergency Relief fund to help eligible customers who are behind on their utility bills.

Debt capital markets remain open to Utes despite broader market seizures:

● We wrote in our weekly note that several of the companies under our coverage have tapped debt capital markets in the last week.
Most recently, on March 26, CMS issued and sold $575M of 3.5% first mortgage bonds due 2051 (200 bps benchmark
treasury spread); ETR sold $140M of first mortgage bonds in New Orleans at 3.0% ($78M) and 3.75% ($62M) due 2025
and 2040, respectively, and also issued $300M of collateral trust bonds in Louisiana at 4.2% due September 2048 (275
bps benchmark treasury spread). ES sold $400M of 3.95% debentures due April 2030 in an effort to refinance eligible green
expenditures; XEL borrowed $700M under a new 364-day credit facility due March 22, 2021; and AEP entered into and borrowed
the full amount from a $1B credit agreement on March 23.

● Over the last few weeks, Ameren Missouri (AEE-MO) issued $465M of mortgage bonds at 2.95% due 2030; Dominion (D) issued
$750M of senior notes across two series for $400M at 3.3% due 2025 and $350M at 3.6% due 2027; and Entergy Arkansas (ETR-
AR) issued $100M of mortgage bonds at 4% due 2028. Since then, DUK entered into a $1.5B one-year term loan and borrowed
the full amount under the credit agreement. Additionally, DUK borrowed the remaining $500M under its existing $1B revolver. In
addition to the $750M of senior notes, D has entered into short-term loans and revolvers taking the total of its recent financing
activities to a liquidity of $2B.

● These issuances come as an encouraging sign of the sector's relative stability, and locking down lower interest rates should help
in the long run as those savings ultimately help create headroom in customer bills.

● We expect utilities to continue to be able to access the credit markets, although some may see risks to ratings as highlighted by ED's
credit rating being reduced by Moody's and outlook cut to negative by Fitch. On March 17, Moody's lowered the long-term senior
unsecured rating of ED to Baa1 from A3 due to expectations of weaker cash flow, and on March 25, Fitch lowered the Company's
outlook to negative from stable for similar reasons, but specifically highlighted the coronavirus outbreak's "severe impact"
on New York's power market. Specifically, the rating agency anticipates FFO leverage to near the rating threshold of 5.0x.

● Furthermore, on March 20, Moody's cut AGR's outlook to negative from stable citing credit metrics are declining at the same time
that capital execution risk is rising. On March 26, on the flip side, Moody's placed the ratings and outlook of FE's JCP&L on

Electric Utilities Quick Alert

March 30, 2020
Sophie Karp

Pg.3
(917) 368-2361 / sophie.karp@key.com42

Attachment SDR-ROR-10(e)
42 of 559

https://key2.bluematrix.com/sellside/EmailDocViewer?encrypt=829bcabc-48d0-4767-859a-8cfd679bbed5&mime=pdf&co=KBCM&id=sangita.jain@key.com&source=libraryView
https://elibrary.ferc.gov/idmws/file_list.asp
https://key2.bluematrix.com/sellside/EmailDocViewer?encrypt=bddc7bf9-8dd8-48d1-b648-66c7910f8e98&mime=pdf&co=KBCM&id=sangita.jain@key.com&source=libraryView
https://www.puc.texas.gov/agency/resources/pubs/news/2020/PUCTX-MR-PR-COVID19-OM-FIN.pdf?fdf


review for an upgrade and change to positive from neutral due to the utility's improved financial profile, and cited steady
financial metrics and reasonable regulatory treatment over the next few years as reason for the review.

Recent Research:

Utilities: Kicking the Tires — Looking for Vulnerabilities in the Regulated Model

SRE: Constructive Analyst Day Messaging Amid Global Uncertainty

Georgia PSC Commissioner Strikes a Supportive Tone

Utilities: Brace for Impact – Thinking in Relative Terms as We Are Calling for a Recession

DTE: NDR in the Time of Coronavirus; Notes from the Road

CMS: Notes from the Road – Steady as She Goes

PNW: Turning Toward the Sun? Launching with SW Rating

CNP: A New Chapter

ES: Another Tuck-In Acquisition Within Existing Footprint

POR: Initiating Coverage with SW Rating

ES: Management Meetings Support Our Stance

Utilities: Great Expectations – 2020 Sector Outlook and Valuation Update

SO: Beyond Vogtle; Upgrading to Overweight with a $71 Price Target

FERC MOPRs Nukes - First Read

Mirror, Mirror on the Wall, Who's the Fairest of Them All? Launching Coverage of Residential Solar Space

OTTR: Initiating Coverage with OW Rating

With the Wind in Its Sails - Notes from AEP HQ Visit

We hosted a series of constructive company and investor meetings at the EEI conference in November. Read our takeaways here.

Utilities: Looking for Opportunities at the End of the Cycle
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In recent days, we fielded multiple questions on Utilities sector performance during the market downturn. We note that UTY has indeed
outperformed SPX - the index is down 11.83% YTD vs. S&P down 21.83% YTD. Furthermore, the utes are down ~21% off of a February
peak, vs. the broader market down some 25%. We note that Utilities, as a defensive sector, were outperforming in January and early
February - which we think fed the fairly unusual correction during the sell-off as investors began to abandon all risk assets, including
defensive ones. Still, as shown below, the sector has done better than the broader market, and we note that a number of high-quality
names, e.g. NEE, WEC, ES, XEL, are down in single digits YTD vs. ~21% decline in the S&P. We continue to believe that Utilities are
one of the most attractive sectors to weather the coronavirus-induced downturn.

Graph 1: Price Performance YTD

Source: Thomson Reuters, SNL, KBCM
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Graph 2: Price Performance from February Highs Through 3/27

Source: Thomson Reuters, SNL, KBCM
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Power Curves

Below, we present forward power curves in key U.S. power markets, including NE ISO (Connecticut), NY ISO (zone J), PJM Eastern
Hub and PJM West, ERCOT South, Gulf Coast, Illinois, Midwest, and CA ISO (Palo Verde). Movements in power curves directly
impact names under our coverage with merchant power arms: EXC and PEG. Over the past week, 2020 forward power prices rose
modestly in New England (4.3%), PJM West (3.6%), and MISO (4.8%), with most other regions mostly flat between a -2-2% after
double-digit declines throughout the country one-week ago. Forward power prices for 2021 and 2022 were mixed in most regions,
with changes ranging from -3% to 7%.

Figure 2: Forward Power Curves
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Source: Source: SNL, KeyBanc Capital Markets Inc.
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Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 238 44.24 55 23.11

Sector Weight [SW] 287 53.35 47 16.38

Underweight [UW] 13 2.42 2 15.38
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 28 50.91 11 39.29

Sector Weight [SW] 26 47.27 12 46.15

Underweight [UW] 1 1.82 0 0.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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Business Strategy and Outlook 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 13 February 2020

As the largest nuclear power plant owner in the United
States, Exelon has suffered as low natural gas prices have
slashed power prices since 2008. We think cheap gas will
remain an advantage for competing generators and
pressure nuclear plant returns for the foreseeable future.

But Exelon has shown its political clout, winning price
subsidies in Illinois, New York, and New Jersey to keep
most of its nuclear fleet running. But a recent federal
corruption probe could hinder Exelon's efforts in Illinois
where Exelon is seeking subsidies for the four nuclear
facilities not receiving zero emissions credits in the state.

Exelon's growth engine is its regulated gas and electric
distribution utilities. We expect Exelon's regulated
electric and gas distribution utilities to drive all of our
earnings growth through 2024. The segment's four-year
$26 billion capital investment plan, which is up $2 billion
from Exelon's last plan, supports 7.3% rate base growth
and 6% to 8% utility earnings growth.

Returns at Pepco remain low, but management has been
working diligently to improve returns through rate cases
and regulatory reform. Consolidated returns improved to
10% at the end of 2019, up 40 basis points from 2018.
Low interest rates pose a headwind to returns in Illinois,
which are tied to the 30-year U.S. Treasury rates.

At its nuclear unit, Exelon can't escape its leverage to
Eastern and Midwestern U.S. power prices. Nuclear's low
fuel costs and clean emission profile make Exelon the
utilities sector's biggest winner if power prices rise,
capacity markets tighten, and environmental regulations
make fossil-fuel power generation more costly.

Exelon's merchant generation continues to be our main
concern and the reason we value Exelon at a discount to
peer regulated utilities. As a result of weak forward power
prices and low volatility, Exelon's management recently
cut its new wholesale business expectations by $100
million. While we think management can attain the
additional targeted operating savings to offset the loss,

Important Disclosure:
 The conduct of Morningstar’s analysts is governed by Code of Ethics/Code of Conduct Policy, Personal Security Trading Policy (or an equivalent of),
and Investment Research Policy. For information regarding conflicts of interest, please visit  http://global.morningstar.com/equitydisclosures

COVID-19 Could Slow Utilities’ Near-Term Growth but Long-Term Outlook
Still Bright

Bulls Say 

ONuclear power plants run year-round, produce
electricity at low variable costs, and generate large
energy margins, even with currently depressed
power prices.

OHigher natural gas and coal prices, rising
electricity demand, and environmental regulations
help Exelon more than any other utility because of its
large nuclear fleet.

OExelon's regulated utilities have good growth
opportunities and regulation that can support
earnings and dividend growth.

Bears Say 

OExelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

OMany of Exelon's growth projects come with
regulated or contracted returns, reducing shareholders'
upside if power market fundamentals improve.

OAs with all regulated utilities, rising interest rates
will raise financing costs and could make the dividend
less attractive for income investors.

Morningstar Pillars Analyst Quantitative

Economic Moat Narrow Narrow
Valuation QQQQ Undervalued
Uncertainty Medium High
Financial Health — Moderate

Current 5-Yr Avg Sector Country

Price/Quant Fair Value 0.73 1.01 0.89 0.83
Price/Earnings 11.5 17.2 14.8 20.1
Forward P/E 11.0 — 13.7 13.9
Price/Cash Flow 5.1 4.8 6.5 13.1
Price/Free Cash Flow — 403.0 13.1 19.5
Trailing Dividend Yield% 4.25 3.52 3.68 2.35

it highlights the difficult operating environment.

Analyst Note 
Travis Miller, Strategist, 26 March 2020

After assessing COVID-19 data and commentary from
utilities this week, we still believe the sector offers buying
opportunities for defensive, income-seeking investors.
U.S. utilities trade at a median 10% discount to our fair
value estimates and 3.5% yield even after rallying 23%
on March 24-26.

Although some utilities reaffirmed their outlooks this
week, we think 2020 earnings for many utilities will be at
the low end or below management guidance ranges due
to COVID-19 issues. We expect near-term lower
commercial and industrial energy demand, tighter
financing, growth project delays, and higher expenses.
We are reaffirming our moat and moat trend ratings.

Utilities with a large share of C&I customers, usage-based
rates, and less-adaptive ratemaking have the most
near-term risk. Among these are Southern Company,
Entergy, American Electric Power, Duke Energy, Evergy,
and Ameren. Utilities with non-utility businesses such as
DTE Energy, CenterPoint, and OGE also could face weaker
near-term earnings. Our updates led to 2%-5% fair value
estimate cuts.

Utilities with more residential customers, usage-decoupled
rates, and forward-looking rate structures are less at risk.
These include Edison International, Eversource Energy,
NextEra Energy, and American Water Works.

We expect most utilities to shift 5%-10% of their 2020
growth investments into 2021-22 due to tight capital and
labor markets. In general, this shift has little or no impact
on our fair value estimates or long-term outlooks. We don’t
believe COVID-19 will impact utilities’ policy-based
investments in safety, clean energy, and grid
modernization that support our long-term growth outlooks.

COVID-19 shutdowns might reduce U.S. C&I electricity
demand more than the record 5.5% drop in mid-2009. In
China, government data suggests electricity demand is

Source: Morningstar Equity Research

Source: Morningstar

Undervalued Fairly Valued Overvalued

Quantitative Valuation

fUSA

EXC

Morningstar Equity Analyst Report  | Report as of 26 Mar 2020 09:08, UTC | Page 1 of 13

Exelon Corp   EXC   (XNAS)
Morningstar Rating Last Price Fair Value Estimate Price/Fair Value Trailing Dividend Yield % Forward Dividend Yield % Market Cap (Bil) Industry Stewardship

25 Mar 2020
21:46, UTC

25 Mar 2020 13 Feb 2020
20:22, UTC

25 Mar 2020 25 Mar 2020 25 Mar 2020
QQQQ 34.55 USD 44.00 USD 0.79 4.25 4.43 33.65 Utilities - Diversified Standard

© Morningstar 2020. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute investment advice; are provided
solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without notice. Except as otherwise required by law, Morningstar shall
not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any
manner, without the prior written consent of Morningstar. Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to, Morningstar Research Services LLC, registered with and governed by the U.S. Securities and Exchange Commission. To order
reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important disclosures at the end of this report.

?
52

Attachment SDR-ROR-10(e)
52 of 559



down more than 8% year to date. European countries
reported 2%-7% drops in electricity use last week. C&I
demand is about 60% of total U.S. electricity use.

Economic Moat 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

Considering Exelon's full suite of businesses, we think the
firm has a narrow economic moat.

Most nuclear generation still has moaty characteristics,
with returns on capital above costs of capital for the
foreseeable future. However, the spread between
long-term returns on capital and Exelon's cost of capital
has shrunk, based on our midcycle outlook for power
prices in the Eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses,
together with the shrinking returns at its nuclear
generation business, supports our narrow moat rating.

Nuclear generation's moaty economics are based on two
primary competitive advantages. First, nuclear plants take
more than seven years to site and build, cost several billion
dollars, and typically face community opposition. These
are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.

Second, no other reliable power generation source can
match the scale of a nuclear plant. Nuclear plants' low
variable costs and low greenhouse gas emissions relative
to competing fossil fuel power generation sources, such
as coal and natural gas. Renewable energy, with
effectively no marginal costs, has depressed wholesale
power prices and hurt Exelon's returns on capital in some
of its regions. We believe this is a market distortion that
fails to recognize the value of Exelon's nuclear fleet
reliability relative to intermittent renewable energy. State
policy and legislation particularly in Illinois, New Jersey
and New York have recognized some of that

Close Competitors Currency (Mil) Market Cap TTM Sales Operating Margin TTM/PE

Public Service Enterprise Group Inc PEG USD 20,655 10,076 23.27 12.29

FirstEnergy Corp FE USD 19,195 11,035 16.64 21.28

Entergy Corp ETR USD 17,768 10,879 15.45 14.12

zero-emissions power from nuclear plants.

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
greater than their costs of capital in the long run.

We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs, or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Fair Value & Profit Drivers 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

We are increasing our fair value estimate to $44 per share
from $43 after incorporating 2019 earnings that were in
line with our expectations. Our increase incorporates an
improved outlook in 2020, more capital spending at the
regulated utilities, and time-value appreciation since our
last update. This was partially offset by weak power
forward prices depressing nonutility margins.

We expect earnings growth at the regulated utilities to be
in line with our 7% average annual rate base growth
outlook in 2020-24. We assume the regulated utilities earn
10% returns on equity. Lower gross margins at the
merchant generation business will negate most of this
growth on a consolidated basis.

On a midcycle basis, we assume a $2.80 per million Btu
midcycle Henry Hub gas price and modest market heat
rate improvement above current 2020 forwards in all
regions.

At the retail business, we assume 20% long-term
normalized gross margins and modest volume growth.

We assume a 9% cost of equity and a 7.0% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return that we expect investors to demand of a
diversified equity portfolio. A 2.25% long-term inflation
outlook underpins our capital cost assumptions.
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Risk & Uncertainty 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

Investors should consider turning their attention away
from power markets and more toward regulatory
developments in Illinois, Pennsylvania, and the
Mid-Atlantic coastal states.

As Exelon's regulated utilities generate a greater share
of earnings, shareholders' returns will be more exposed
to state and federal regulatory risk. Illinois and Maryland
are two historically tough regulatory environments, and
punitive rate decisions could have a material impact on
earnings and growth. However, Exelon has done a solid
job developing good regulatory relationships that mitigate
some of this risk. We expect Exelon will be able to
maintain solid returns at its regulated utilities.

Exelon's biggest threat used to be political developments
that would reregulate competitive electricity markets in
the Midwest and Mid-Atlantic. As the nation's largest
wholesale generator and retail supplier, Exelon
Generation's competitive edge requires Eastern U.S.
power markets to remain deregulated. However, Exelon's
political savvy, particularly in Illinois, New York, and New
Jersey, now limits the impact from volatile power markets
on earnings and long-term value. We expect most of the
subsidized nuclear fleet is earning returns in the range of
what might be available in a fully regulated scheme.

Exelon still has a net long position in the power markets,
so increases in power prices would result in an earnings
windfall for its generation fleet. This could reverse the
current outlook, leading Exelon to pull back its lobbying
efforts while drawing reregulation rhetoric from
regulators and politicians. Exelon previously suffered from
politically inspired power price caps that limited its profits
for several years following deregulation. We think the
now-mature deregulated markets make this unlikely, but
regulators remain highly involved in power markets, and
any regulatory changes will probably have a material
positive or negative impact on Exelon, given its size.

Stewardship 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

We assign Exelon's management a Standard stewardship
rating. The company has done a notable job reducing its
exposure to commodity markets, which it can't control,
and focusing on regulated business lines where it can

control how earnings develop.

We're particularly impressed by management's ability to
operate its nuclear fleet at world-class levels. We're also
impressed by management's political lobbying
success--particularly in New York, Illinois, and New
Jersey--to extend the lives of its distressed nuclear plants.
Management now is lobbying to receive subsidies for the
remainder of its nuclear fleet in Illinois.

Management has also been able to score legislative wins
that should improve the regulatory environment in
Delaware and Pennsylvania. In Delaware, legislators
approved a distribution customer charge that will allow
for more timely recovery and support further infrastructure
development. In Pennsylvania, legislation will allow state
regulators to incorporate more constructive rate
mechanisms, such as decoupling, formula rates, and
multiyear rate plans and rate cases.

However, our concerns about management stewardship
has increased with ComEd's involvement in the federal
corruption probe related to state senators' conduct and
ComEd's lobbying. The concern was heightened when
Anne Pramaggiore, who before being CEO of all Exelon's
utilities was president of ComEd, abruptly resigned.
During her tenure, she played a key role in lobbying for
state regulatory changes, among them the 2011 smart grid
modernization legislature. We remain concerned about
Exelon's exposure to both political and regulatory damage
from the probe.

CEO Chris Crane and board chairman Mayo Shattuck III
have focused growth investment on the regulated utilities,
continuing a strategic shift that former CEO and chairman
John Rowe made before his departure in 2013. Crane's
biggest move so far is the $12 billion (including debt) Pepco
acquisition, which closed in 2016. This increases Exelon's
share of regulated utilities earnings and dilutes
shareholders' aggregate exposure to wholesale power
markets. Management showed strong conviction in the
value of the deal based on nearly two years of regulatory
negotiations.

Morningstar Equity Analyst Report |Page 3 of 13

Exelon Corp   EXC   (XNAS)
Morningstar Rating Last Price Fair Value Estimate Price/Fair Value Trailing Dividend Yield % Forward Dividend Yield % Market Cap (Bil) Industry Stewardship

25 Mar 2020
21:46, UTC

25 Mar 2020 13 Feb 2020
20:22, UTC

25 Mar 2020 25 Mar 2020 25 Mar 2020
QQQQ 34.55 USD 44.00 USD 0.79 4.25 4.43 33.65 Utilities - Diversified Standard

© Morningstar 2020. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute investment advice; are provided
solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without notice. Except as otherwise required by law, Morningstar shall
not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any
manner, without the prior written consent of Morningstar. Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to, Morningstar Research Services LLC, registered with and governed by the U.S. Securities and Exchange Commission. To order
reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important disclosures at the end of this report.

?
54

Attachment SDR-ROR-10(e)
54 of 559



Analyst Notes Archive

Exelon Utilities: Abrupt Executive Departure Turns
Investor Focus to Federal Probe
Andrew Bischof, Sr. Eq. Analyst, 16 October 2019

We are reaffirming our $43 fair value estimate, narrow
moat and stable moat trend ratings, and medium
uncertainty for Exelon after the CEO of its utilities
business, Anne Pramaggiore, abruptly resigned Oct. 15.
Replacing Pramaggiore on an interim basis is Calvin Butler
Jr, current CEO of Exelon subsidiary Baltimore Gas &
Electric.

Little information was disclosed as to the reason for the
departure, other than Pramaggiore's resignation was
effective immediately. However, the resignation comes
less than a week after Exelon disclosed that it was the
focus of a federal corruption probe into state senator
Martin Sandoval and had set up a committee of
independent directors to oversee Exelon's dealings with
the federal probe. A prior search warrant noted agents
were seeking information about four Exelon officials,
which press reports included Pramaggiore, relating to but
not limited to ComEd's rate increases.

Before being promoted to her role as CEO of Exelon's
utilities unit, Pramaggiore was the president of Illinois
utility ComEd, which is at the center of the probe. During
her tenure, she played a key role in lobbying for key
regulatory changes in the state, among them the 2011
smart-grid law that supported nearly $3 billion in grid
modernization capital investments. Pramaggiore's abrupt
departure suggests her resignation was due to her time
at ComEd.

Two things concern us about Pramaggiore's departure.
First, Exelon's exposure to both political and regulatory
damage from the federal corruption probe may be higher
than previously believed and could be a huge setback
given the recent improvement in Illinois' regulatory
environment. It also comes at a time when Exelon is
working to improve regulation and returns in the
Northeast. Second, we believe Pramaggiore was the
frontrunner to succeed current CEO Chris Crane, requiring
the management team and board to quickly recalibrate its
succession planning.

Exelon's Illinois Concerns Overshadow Third-

Quarter Earnings
Andrew Bischof, Sr. Eq. Analyst, 31 October 2019

We are reaffirming our $43 fair value estimate and our
narrow moat and stable moat trend ratings for Exelon after
the company announced adjusted third-quarter earnings
per share of $0.92, up from $0.88 per share in the same
year-ago period. Management narrowed 2019 earnings
guidance range to $3.05 to $3.20 from the prior $3.00 to
$3.30.

Investor concerns remain about the unknown
consequences of the federal corruption probe into Illinois
state senators and lobbying by Exelon's ComEd utility. The
concern was heightened when Anne Pramaggiore, who
before being CEO of all Exelon's utilities was president of
ComEd, abruptly resigned. During her tenure, she played
a key role in lobbying for key regulatory changes in the
state.

We remain concerned about Exelon's exposure to both
political and regulatory damage from the probe, which
could be a setback given the recent improvement in Illinois'
regulatory environment. Additionally, it could threaten
Exelon's ability to achieve state subsides for its four
nuclear generation units currently not receiving nuclear
subsidies.

Our other concern remains the company's merchant
generation business. Due to weak forward power prices
and low volatility, Exelon cut its new wholesale business
expectations by $100 million. While we think management
can reach its operating cost savings target to offset the
loss and result in no fair value impact, it highlights Exelon
Generation's difficult operating environment. Management
remains less hedged than at this same point in prior years,
increasing the risk where we see little reprieve from low
power prices.

Exelon's regulated business continues to show
improvements particularly in the Northeast where returns
on equity improved to 9.4% from 9.1% in the second
quarter. Low interest rates pose a headwind to returns in
Illinois, where returns are tied to the 30-year U.S. Treasury
rates that have continued to fall.

Exelon Initiates Supportive 2020 Guidance;
Increases Capital Investment Program
Andrew Bischof, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
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moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.
Regulators also approved a constructive settlement at
utility BGE.

COVID-19 Could Slow Utilities’ Near-Term Growth
but Long-Term Outlook Still Bright
Travis Miller, Strategist, 26 March 2020

After assessing COVID-19 data and commentary from
utilities this week, we still believe the sector offers buying
opportunities for defensive, income-seeking investors.
U.S. utilities trade at a median 10% discount to our fair

value estimates and 3.5% yield even after rallying 23%
on March 24-26.

Although some utilities reaffirmed their outlooks this
week, we think 2020 earnings for many utilities will be at
the low end or below management guidance ranges due
to COVID-19 issues. We expect near-term lower
commercial and industrial energy demand, tighter
financing, growth project delays, and higher expenses.
We are reaffirming our moat and moat trend ratings.

Utilities with a large share of C&I customers, usage-based
rates, and less-adaptive ratemaking have the most
near-term risk. Among these are Southern Company,
Entergy, American Electric Power, Duke Energy, Evergy,
and Ameren. Utilities with non-utility businesses such as
DTE Energy, CenterPoint, and OGE also could face weaker
near-term earnings. Our updates led to 2%-5% fair value
estimate cuts.

Utilities with more residential customers, usage-decoupled
rates, and forward-looking rate structures are less at risk.
These include Edison International, Eversource Energy,
NextEra Energy, and American Water Works.

We expect most utilities to shift 5%-10% of their 2020
growth investments into 2021-22 due to tight capital and
labor markets. In general, this shift has little or no impact
on our fair value estimates or long-term outlooks. We don’t
believe COVID-19 will impact utilities’ policy-based
investments in safety, clean energy, and grid
modernization that support our long-term growth outlooks.

COVID-19 shutdowns might reduce U.S. C&I electricity
demand more than the record 5.5% drop in mid-2009. In
China, government data suggests electricity demand is
down more than 8% year to date. European countries
reported 2%-7% drops in electricity use last week. C&I
demand is about 60% of total U.S. electricity use.
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Company Profile
Exelon serves more customers than any other U.S. utility, with
10 million power and gas customers at its six regulated
utilities in Illinois, Pennsylvania, Maryland, New Jersey,
Delaware, and Washington, D.C. Exelon owns approximately
32 gigawatts of generation capacity throughout North
America.

Quantitative Scores Scores

All Rel Sector Rel Country

Quantitative Moat Narrow 96 95 94
Valuation Undervalued 24 51 20
Quantitative Uncertainty High 97 88 96
Financial Health Moderate 58 27 58

Source: Morningstar Equity Research

fUSA

EXC

 Undervalued  Fairly Valued Overvalued 

Valuation
Current 5-Yr Avg

Sector
Median

Country
Median

Price/Quant Fair Value 0.73 1.01 0.89 0.83
Price/Earnings 11.5 17.2 14.8 20.1
Forward P/E 11.0 — 13.7 13.9
Price/Cash Flow 5.1 4.8 6.5 13.1
Price/Free Cash Flow — 403.0 13.1 19.5
Trailing Dividend Yield % 4.25 3.52 3.68 2.35
Price/Book 1.0 1.3 1.4 2.4
Price/Sales 1.0 1.1 1.4 2.4

Profitability
Current 5-Yr Avg

Sector
Median

Country
Median

Return on Equity % 9.3 8.6 9.8 12.9
Return on Assets % 2.4 2.2 3.3 5.2
Revenue/Employee (Mil) 1.1 1.0 1.3 0.3

Financial Health
Current 5-Yr Avg

Sector
Median

Country
Median

Distance to Default 0.5 0.6 0.6 0.5
Solvency Score — — 584.9 552.4
Assets/Equity 3.9 4.0 2.6 1.7
Long-Term Debt/Equity 1.0 1.1 0.7 0.4

Price vs. Quantitative Fair Value

16

32

48

64

80

2016 2017 2018 2019 2020 2021 Quantitative Fair Value Estimate
Total Return
Sales/Share
Forecast Range
Forcasted Price
Dividend
Split

Momentum: Negative
Standard Deviation: 14.34
Liquidity: High

29.28 52-Wk 51.18

25.09 5-Yr 51.18

32.4 14.7 17.9 4.3 -23.4 Total Return %
19.9 -6.7 23.0 -26.9 0.5 +/– Market (Morningstar US Index)
3.56 3.32 3.06 3.18 4.25 Trailing Dividend Yield %
3.58 3.32 3.06 3.18 4.43 Forward Dividend Yield %
26.9 17.7 11.7 19.2 11.5 Price/Earnings

1.1 1.1 1.2 1.3 1.0 Price/Revenue

Morningstar RatingQ

Q
QQ
QQQ
QQQQ
QQQQQ

2015 2016 2017 2018 2019 TTM Financials (Fiscal Year in Mil)
29,447 31,360 33,531 35,985 34,438 34,438 Revenue

7.4 6.5 6.9 7.3 -4.3 0.0  % Change

4,391 3,160 3,811 3,842 4,342 4,342 Operating Income
83.7 -28.0 20.6 0.8 13.0 0.0  % Change

2,269 1,134 3,770 2,010 2,936 2,936 Net Income

7,616 8,445 7,480 8,644 6,659 6,659 Operating Cash Flow
-7,624 -8,553 -7,584 -7,594 -7,248 -7,248 Capital Spending

-8 -108 -104 1,050 -589 -589 Free Cash Flow
0.0 -0.3 -0.3 2.9 -1.7 -1.7  % Sales

2.54 1.22 3.97 2.07 3.01 3.01 EPS
35.1 -52.0 225.4 -47.9 45.4 0.0  % Change

-1.04 0.82 -1.05 0.99 0.01 -0.60 Free Cash Flow/Share

1.24 1.26 1.31 1.38 1.45 1.45 Dividends/Share
28.01 28.17 29.18 32.05 32.91 33.07 Book Value/Share

920,000 924,000 963,000 968,000 973,000 973,930 Shares Outstanding (K)

Profitability
9.4 4.4 13.5 6.6 9.3 9.3 Return on Equity %
2.5 1.1 3.3 1.7 2.4 2.4 Return on Assets %
7.7 3.6 11.2 5.6 8.5 8.5 Net Margin %

0.32 0.30 0.29 0.30 0.28 0.28 Asset Turnover
3.7 4.4 3.9 3.9 3.9 3.9 Financial Leverage

27.3 27.7 27.9 27.7 30.0 30.0 Gross Margin %
14.9 10.1 11.4 10.7 12.6 12.6 Operating Margin %

24,286 32,216 32,565 34,465 31,719 31,719 Long-Term Debt

25,793 25,837 29,857 30,764 32,224 32,224 Total Equity
0.5 0.5 0.5 0.5 0.4 0.4 Fixed Asset Turns

Growth Per Share
1-Year 3-Year 5-Year 10-Year

Revenue % -4.3 3.2 4.7 7.1
Operating Income % 13.2 10.0 12.7 -0.9
Earnings % 45.4 35.5 9.9 -3.0
Dividends % 5.1 4.7 3.2 -3.6
Book Value % 4.3 5.8 4.7 5.6
Stock Total Return % -28.5 2.4 4.7 1.5

Quarterly Revenue & EPS
Revenue (Mil) Mar Jun Sep Dec Total
2019 9,477.0 7,689.0 8,929.0 8,342.0 34,438.0
2018 9,693.0 8,076.0 9,403.0 8,815.0 35,985.0
2017 8,757.0 7,623.0 8,769.0 8,382.0 33,531.0
2016 7,573.0 6,910.0 9,002.0 7,874.0 31,360.0
Earnings Per Share ()
2019 0.93 0.50 0.79 0.79 3.01
2018 0.60 0.56 0.76 0.16 2.07
2017 1.07 0.09 0.85 1.94 3.97
2016 0.19 0.29 0.53 0.22 1.22

Revenue Growth Year On Year %

6.5

10.7

5.9
7.2

5.2

-2.2
-4.8 -5.0 -5.4

2017 2018 2019
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

Morningstar Research Methodology for Valuing Companies 
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Research Methodology for Valuing Companies 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  

 

Quantitative Equity Reports Overview 

The quantitative report on equities consists of data, 

statistics and quantitative equity ratings on equity 

securities. Morningstar, Inc.'s quantitative equity ratings are 

forward looking and are generated by a statistical model 

that is based on Morningstar Inc.'s analyst-driven equity 

ratings and quantitative statistics. Given the nature of the 

quantitative report and the quantitative ratings, there is no 

one analyst in which a given report is attributed to; 

however, Mr. Lee Davidson, Head of Quantitative Research 

for Morningstar, Inc., is responsible for overseeing the 

methodology that supports the quantitative equity ratings 

used in this report. As an employee of Morningstar, Inc., 

Mr. Davidson is guided by Morningstar, Inc.'s Code of Ethics 

and Personal Securities Trading Policy in carrying out his 

responsibilities. 

 

Quantitative Equity Ratings 

Morningstar's quantitative equity ratings consist of: 

(i)  Quantitative Fair Value Estimate  

(ii)  Quantitative Star Rating 

(iii)  Quantitative Uncertainty  

(iv)  Quantitative Economic Moat  

(v)  Quantitative Financial Health  

(collectively the "Quantitative Ratings"). 

 

The Quantitative Ratings are calculated daily and derived 

from the analyst-driven ratings of a company's peers as 

determined by statistical algorithms. Morningstar, Inc. 

("“Morningstar," "we," "our") calculates Quantitative 

Ratings for companies whether it already provides analyst 

ratings and qualitative coverage. In some cases, the 

Quantitative Ratings may differ from the analyst ratings 

because a company's analyst-driven ratings can 

significantly differ from other companies in its peer group. 

 

Quantitative Fair Value Estimate: Intended to represent 

Morningstar's estimate of the per share dollar amount that 

a company's equity is worth today. Morningstar calculates 

the quantitative fair value estimate using a statistical model 

derived from the fair value estimate Morningstar's equity 

analysts assign to companies. Please go to 

https://shareholders.morningstar.com for information about 

fair value estimates Morningstar's equity analysts assign to 

companies. 

 

Quantitative Economic Moat: Intended to describe the 

strength of a firm's competitive position. It is calculated 

using an algorithm designed to predict the Economic Moat 

rating a Morningstar analyst would assign to the stock. The 

rating is expressed as Narrow, Wide, or None. 

 

× Narrow: assigned when the probability of a stock 

receiving a "Wide Moat" rating by an analyst is greater 

than 70% but less than 99%.  

× Wide: assigned when the probability of a stock receiving 

a "Wide Moat" rating by an analyst is greater than 99%. 

× None: assigned when the probability of an analyst 

receiving a "Wide Moat" rating by an analyst is less than 

70%. 

 

Quantitative Star Rating: Intended to be the summary 

rating based on the combination of our Quantitative Fair 

Value Estimate, current market price, and the Quantitative 

Uncertainty Rating. The rating is expressed as 1-Star, 2-Star, 

3-Star, 4-Star, and 5-Star. 

 

Q: the stock is overvalued with a reasonable margin of 

safety.  

Log (Quant FVE/Price)<–1*Quantitative Uncertainty 

 

QQ: the stock is somewhat overvalued.  

Log (Quant FVE/Price) between (–1*Quantitative 

Uncertainty, –0.5*Quantitative Uncertainty) 

 

QQQ: the stock is approximately fairly valued.  

Log (Quant FVE/Price) between (–0.5*Quantitative 

Uncertainty, 0.5*Quantitative Uncertainty) 

 

QQQQ: the stock is somewhat undervalued.  

Log (Quant FVE/Price) between (0.5*Quantitative 

Uncertainty, 1*Quantitative Uncertainty) 

 

QQQQQ: the stock is undervalued with a reasonable 

margin of safety. Log (Quant FVE/Price) >1*Quantitative 

Uncertainty 

 

Quantitative Uncertainty: Intended to represent 

Morningstar's level of uncertainty about the accuracy of the 

quantitative fair value estimate. Generally, the lower the 

quantitative Uncertainty, the narrower the potential range 

of outcomes for that particular company. The rating is 

expressed as Low, Medium, High, Very High, and Extreme. 

 

× Low: the interquartile range for possible fair values is less 

than 10%. 

× Medium: the interquartile range for possible fair values is 

less than 15% but greater than 10%. 

× High: the interquartile range for possible fair values is 

less than 35% but greater than 15%. 

× Very High: the interquartile range for possible fair values 

is less than 80% but greater than 35%. 

× Extreme: the interquartile range for possible fair values is 

greater than 80%. 

 

Quantitative Financial Health: Intended to reflect the 

probability that a firm will face financial distress in the near 

future. The calculation uses a predictive model designed to 

anticipate when a company may default on its financial 

obligations. The rating is expressed as Weak, Moderate, 

and Strong. 

 

× Weak: assigned when Quantitative Financial Health <0.2 

× Moderate: assigned when Quantitative Financial Health 

is between 0.2 and 0.7 

× Strong: assigned when Quantitative Financial Health >0.7 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Close: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security.  

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

This Report has not been made available to the issuer of the 

security prior to publication. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. 

 

The quantitative equity ratings are not statements of fact. 

Morningstar does not guarantee the completeness or 

accuracy of the assumptions or models used in determining 

the quantitative equity ratings. In addition, there is the risk 

that the price target will not be met due to such things as 

unforeseen changes in demand for the company's products, 

changes in management, technology, economic 

development, interest rate development, operating and/or 

material costs, competitive pressure, supervisory law, 

exchange rate, and tax rate. For investments in foreign 

markets there are further risks, generally based on 

exchange rate changes or changes in political and social 

conditions. 

  

A change in the fundamental factors underlying the 

quantitative equity ratings can mean that the valuation is 

subsequently no longer accurate.  

 

For more information about Morningstar's quantitative 

methodology, please visit 

http://global.morningstar.com/equitydisclosures. 
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General Disclosure
The analysis within this report is prepared by the person
(s) noted in their capacity as an analyst for Morningstar’s
equity research group. The equity research group
consists of various Morningstar, Inc. subsidiaries
(“Equity Research Group)”. In the United States, that
subsidiary is Morningstar Research Services LLC, which
is registered with and governed by the U.S. Securities
and Exchange Commission.

The opinions expressed within the report are given in
good faith, are as of the date of the report and are
subject to change without notice. Neither the analyst
nor Equity Research Group commits themselves in
advance to whether and in which intervals updates to
the report are expected to be made. The written analysis
and Morningstar Star Rating for stocks are statements
of opinions; they are not statements of fact.

The Equity Research Group believes its analysts make
a reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources
believed to be reliable such as, for example, the
company’s financial statements filed with a regulator,
company website, Bloomberg and any other the
relevant press sources. Only the information obtained
from such sources is made available to the issuer who
is the subject of the analysis, which is necessary to
properly reconcile with the facts. Should this sharing of
information result in considerable changes, a statement
of that fact will be noted within the report. While the
Equity Research Group has obtained data, statistics and
information from sources it believes to be reliable,
neither the Equity Research Group nor Morningstar, Inc.
performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

General Quantitative Disclosure
The Quantitative Equity Report (“Report”) is derived
from data, statistics and information within
Morningstar, Inc.’s database as of the date of the Report
and is subject to change without notice. The Report is
for informational purposes only, intended for financial
professionals and/or sophisticated investors (“Users”)
and should not be the sole piece of information used by
such Users or their clients in making an investment
decision. The quantitative equity ratings noted the
Report are provided in good faith, are as of the date of

the Report and are subject to change. While
Morningstar has obtained data, statistics and
information from sources it believes to be reliable,
Morningstar does not perform an audit or seeks
independent verification of any of the data, statistics,
and information it receives.

The quantitative equity ratings are not a market call,
and do not replace the User or User’s clients from
conducting their own due-diligence on the security. The
quantitative equity rating is not a suitability
assessment; such assessments take into account may
factors including a person’s investment objective,
personal and financial situation, and risk tolerance all
of which are factors the quantitative equity rating
statistical model does not and did not consider.

Prices noted with the Report are the closing prices on
the last stock-market trading day before the publication
date stated, unless another point in time is explicitly
stated.

General Disclosure (applicable to both Quantitative
and Qualitative Research)
Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the
country in which the Morningstar distributor is based.
Unless stated otherwise, the original distributor of the
report is Morningstar Research Services LLC, a U.S.A.
domiciled financial institution.

This report is for informational purposes only and has
no regard to the specific investment objectives,

financial situation or particular needs of any specific
recipient. This publication is intended to provide
information to assist institutional investors in making
their own investment decisions, not to provide
investment advice to any specific investor. Therefore,
investments discussed and recommendations made
herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to
the suitability of such investments and recommendations
in the light of their own investment objectives,
experience, taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct,
complete or timely. Unless otherwise provided in a
separate agreement, neither Morningstar, Inc. or the
Equity Research Group represents that the report
contents meet all of the presentation and/or disclosure
standards applicable in the jurisdiction the recipient is
located.

Except as otherwise required by law or provided for in
a separate agreement, the analyst, Morningstar, Inc.
and the Equity Research Group and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions within the report. The Equity
Research Group encourages recipients of this report to
read all relevant issue documents (e.g., prospectus)
pertaining to the security concerned, including without
limitation, information relevant to its investment
objectives, risks, and costs before making an
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investment decision and when deemed necessary, to
seek the advice of a legal, tax, and/or accounting
professional.

The Report and its contents are not directed to, or
intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be
contrary to law or regulation or which would subject
Morningstar, Inc. or its affiliates to any registration or
licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between
the English and translated versions of the report, the
English version will control and supersede any
ambiguities associated with any part or section of a
report that has been issued in a foreign language.
Neither the analyst, Morningstar, Inc., or the Equity
Research Group guarantees the accuracy of the
translations.

This report may be distributed in certain localities,
countries and/or jurisdictions (“Territories”) by
independent third parties or independent intermediaries
and/or distributors (“Distributors”). Such Distributors
are not acting as agents or representatives of the
analyst, Morningstar, Inc. or the Equity Research Group.
In Territories where a Distributor distributes our report,
the Distributor is solely responsible for complying with
all applicable regulations, laws, rules, circulars, codes
and guidelines established by local and/or regional
regulatory bodies, including laws in connection with the
distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to
the security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the
security subject of this investment research report that
exceeds 0.5% of the total issued share capital of the
security. To determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.

• Analysts' compensation is derived from Morningstar,
Inc.'s overall earnings and consists of salary, bonus and
in some cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research
Group receives commissions for providing research nor
do they charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research
Group is a market maker or a liquidity provider of the
security noted within this report.

• Neither Morningstar, Inc. or the Equity Research
Group has been a lead manager or co-lead manager
over the previous 12-months of any publicly disclosed
offer of financial instruments of the issuer.

• Morningstar, Inc.’s investment management group
does have arrangements with financial institutions to
provide portfolio management/investment advice some
of which an analyst may issue investment research
reports on. However, analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.

• Morningstar, Inc. is a publically traded company
(Ticker Symbol:  MORN) and thus a financial institution
the security of which is the subject of this report may
own more than 5% of Morningstar, Inc.’s total
outstanding shares. Please access Morningstar, Inc.’s
proxy statement, “Security Ownership of Certain
Beneficial Owners and Management” section https:
//shareholders.morningstar.com/investor-relations/fin
ancials/sec-filings/default.aspx

• Morningstar, Inc.  may provide the product issuer or
its related entities with services or products for a fee
and on an arms’ length basis including software
products and licenses, research and consulting
services, data services, licenses to republish our ratings
and research in their promotional material, event
sponsorship and website advertising.

Further information on Morningstar, Inc.'s conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures. Also, please note analysts
are subject to the CFA Institute’s Code of Ethics and
Standards of Professional Conduct.

For a list of securities which the Equity Research Group

currently covers and provides written analysis on
please contact your local Morningstar office. In
addition, for historical analysis of securities covered,
including their fair value estimate, please contact your
local office.

For Recipients in Australia: This Report has been
issued and distributed in Australia by Morningstar
Australasia Pty Ltd (ABN:  95 090 665 544; ASFL:
240892). Morningstar Australasia Pty Ltd is the provider
of the general advice (‘the Service’) and takes
responsibility for the production of this report. The
Service is provided through the research of investment
products. To the extent the Report contains general
advice it has been prepared without reference to an
investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these
matters and, if applicable, the relevant Product
Disclosure Statement before making any decision to
invest. Refer to our Financial Services Guide (FSG) for
more information at http://www.morningstar.com.au/fsg.pdf
.

For Recipients in Canada: This research is not
prepared subject to Canadian disclosure requirements.

For Recipients in Hong Kong: The Report is
distributed by Morningstar Investment Management
Asia Limited, which is regulated by the Hong Kong
Securities and Futures Commission to provide services
to professional investors only. Neither Morningstar
Investment Management Asia Limited, nor its
representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed
Representative at http://global.morningstar.com/equi
tydisclosures .

For Recipients in India: This Investment Research is
issued by Morningstar Investment Adviser India Private
Limited.  Morningstar Investment Adviser India Private
Limited is registered with the Securities and Exchange
Board of India (Registration number INA000001357)
and provides investment advice and research.
Morningstar Investment Adviser India Private Limited
has not been the subject of any disciplinary action by
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SEBI or any other legal/regulatory body. Morningstar
Investment Adviser India Private Limited is a wholly
owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment
Adviser India Private Limited has one associate,
Morningstar India Private Limited, which provides data
related services, financial data analysis and software
development.

The Research Analyst has not served as an officer,
director or employee of the fund company within the
last 12 months, nor has it or its associates engaged in
market making activity for the fund company.

*The Conflicts of Interest disclosure above also applies
to relatives and associates of Manager Research
Analysts in India # The Conflicts of Interest disclosure
above also applies to associates of Manager Research
Analysts in India. The terms and conditions on which
Morningstar Investment Adviser India Private Limited
offers Investment Research to clients, varies from client
to client, and are detailed in the respective client
agreement.

For recipients in Japan: The Report is distributed by
Ibbotson Associates Japan, Inc., which is regulated by
Financial Services Agency. Neither Ibbotson Associates
Japan, Inc., nor its representatives, are acting or will
be deemed to be acting as an investment advisor to any
recipients of this information.

For recipients in Singapore: This Report is
distributed by Morningstar Investment Adviser
Singapore Pte Limited, which is licensed by the
Monetary Authority of Singapore to provide financial
advisory services in Singapore. Investors should consult
a financial adviser regarding the suitability of any
investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.
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Market Cap (USD Mil) 33,649

52-Week High (USD) 51.18

52-Week Low (USD) 29.28

52-Week Total Return % -28.5

YTD Total Return % -23.4

Last Fiscal Year End 31 Dec 2019

5-Yr Forward Revenue CAGR % 0.2

5-Yr Forward EPS CAGR % 4.1

Price/Fair Value 0.79

2018 2019 2020(E) 2021(E)

Price/Earnings 16.8 14.2 10.8 11.6
EV/EBITDA 9.5 9.4 7.6 8.0
EV/EBIT 20.1 18.7 14.4 16.0
Free Cash Flow Yield % 2.4 -1.3 4.2 1.9
Dividend Yield % 3.1 3.2 4.4 4.5

2018 2019 2020(E) 2021(E)

Revenue 35,985 34,348 31,418 31,722

Revenue YoY % 7.3 -4.6 -8.5 1.0

EBIT 3,898 4,284 4,928 4,418

EBIT YoY % -8.5 9.9 15.0 -10.4

Net Income, Adjusted 2,597 3,136 3,125 2,895

Net Income YoY % 2.1 20.8 -0.4 -7.4

Diluted EPS 2.68 3.22 3.21 2.97

Diluted EPS YoY % — 20.2 -0.4 -7.5

Free Cash Flow 2,338 -330 2,121 1,307

Free Cash Flow YoY % NM -114.1 -742.2 -38.4

COVID-19 Could Slow Utilities’ Near-Term Growth but Long-
Term Outlook Still Bright

Travis Miller
Strategist
Morningstar
Charles Fishman, CFA
Equity Analyst
Morningstar
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Exelon serves more customers than any other U.S. utility, with 10 million
power and gas customers at its six regulated utilities in Illinois,
Pennsylvania, Maryland, New Jersey, Delaware, and Washington, D.C.
Exelon owns approximately 32 gigawatts of generation capacity throughout
North America.
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Fiscal Year:
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http://global.morningstar
.com/equitydisclosures

After assessing COVID-19 data and commentary from
utilities this week, we still believe the sector offers buying
opportunities for defensive, income-seeking investors. U.S.
utilities trade at a median 10% discount to our fair value
estimates and 3.5% yield even after rallying 23% on March
24-26.

Although some utilities reaffirmed their outlooks this week,
we think 2020 earnings for many utilities will be at the low
end or below management guidance ranges due
to COVID-19 issues. We expect near-term lower commercial
and industrial energy demand, tighter financing, growth
project delays, and higher expenses. We are reaffirming our
moat and moat trend ratings.

Utilities with a large share of C&I customers, usage-based
rates, and less-adaptive ratemaking have the most near-
term risk. Among these are Southern Company, Entergy,
American Electric Power, Duke Energy, Evergy, and Ameren.
Utilities with non-utility businesses such as DTE Energy,
CenterPoint, and OGE also could face weaker near-term
earnings. Our updates led to 2%-5% fair value estimate
cuts.

Utilities with more residential customers, usage-decoupled
rates, and forward-looking rate structures are less at risk.
These include Edison International, Eversource Energy,
NextEra Energy, and American Water Works.

We expect most utilities to shift 5%-10% of their 2020
growth investments into 2021-22 due to tight capital and
labor markets. In general, this shift has little or no impact
on our fair value estimates or long-term outlooks. We don’t
believe COVID-19 will impact utilities’ policy-based
investments in safety, clean energy, and grid modernization
that support our long-term growth outlooks.
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COVID-19 shutdowns might reduce U.S. C&I electricity
demand more than the record 5.5% drop in mid-2009. In
China, government data suggests electricity demand is
down more than 8% year to date. European countries
reported 2%-7% drops in electricity use last week. C&I
demand is about 60% of total U.S. electricity use.

With New York City now the epicenter of the COVID-19
outbreak, we cut Consolidated Edison's fair value estimate
to $80 per share from $84. We reduced our 2020-24 capital
expenditures forecast by 10%, to $18.9 billion, and cut our
2020 EPS estimate to $4.00 from $4.43 after incorporating
our expectations for lower C&I electricity use and higher
expenses for bad debt, uncollectibles, additional employee
safety measures, and extra staffing costs. Con Ed has a
strong balance sheet, and we believe its dividend is secure
but now expect it to grow only 1%-3% annually for the next
few years.

Our $58 per share fair value estimate for Southern Company
is down from $60 after making a 5% cut in our 2020-24
capital investment assumption and a 5% cut in our 2020
earnings estimate due to slack C&I sales, which represent
two thirds of Southern’s sales. We still consider Southern
an attractive buying opportunity at current prices due to its
strong balance sheet, secure dividend, and constructive
regulation. Its headline project, the Vogtle nuclear plant
expansion, continues to move forward with extra COVID-19
precautions, according to comments from CEO Tom Fanning
in news reports this week.

We cut our fair value estimate to $105 per share from $110
for Entergy due to the impact of COVID-19 on earnings,
investment, and rate base growth.

We cut our fair value estimate for Evergy to $55 per share
from $59 based on our assumption of lower C&I demand,

which represented 63% of Evergy's retail electric sales in
2019, higher expenses with limited rate recovery until
2022-23 rate cases, and less growth investment. We think
Evergy's recently announced $1.5 billion acceleration of its
investment plan will be difficult to achieve and now
estimate 3% rate base growth, at the low end of
management's guidance.

We cut our fair value estimates for both Michigan utilities,
CMS Energy and DTE Energy, in part due to their non-utility
businesses. Our $114 per share fair value estimate for DTE
Energy is down from $123 based on a likely slowdown in its
gas storage and pipeline segment earnings. For CMS Energy,
weaker bank earnings and lower commercial demand led
to our 4% fair value estimate cut to $46 per share.

Other utilities with recent fair value estimate cuts due
primarily to lower C&I sales include Sempra Energy ($128
to $125), Duke Energy ($99 to $95), American Electric Power
($86 to $83), WEC Energy ($80 to $79), Alliant Energy ($48
to $47), and Ameren ($74 to $72).

We recently reaffirmed our $70 per share fair value estimate
for Edison International, one of our top picks. Despite
California’s shelter-in-place mandates, we expect Edison’s
residential-heavy customer base, usage-decoupled rates,
and forward-looking rate structures to mitigate any
COVID-19 impacts. Most of Edison's growth is based on
California's clean energy policies, which we don't expect to
change based on COVID-19. We expect California regulators
to approve most of its $5 billion annual investment plan later
this year. Edison secured its 2020 financing needs with an
$800 million term loan on March 20.

With many states declaring emergency precautions, we
expect many utilities will seek regulatory approval to
recover most, if not all, COVID-19-related costs in future
customer rates. If COVID-19 costs become significant,
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regulators might allow cost recovery deferrals or
securitization, similar to treatment for costs related to
severe weather events. This would reduce the impact on
shareholder value.
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Growth (% YoY)
3-Year

Hist. CAGR 2017 2018 2019 2020 2021
5-Year

Proj. CAGR

Revenue 3.1 6.9 7.3 -4.6 -8.5 1.0 0.2
EBIT 11.2 36.9 -8.5 9.9 15.0 -10.4 8.7
EBITDA 6.6 14.8 2.0 3.5 8.6 -4.5 5.6
Net Income 8.1 2.4 2.1 20.8 -0.4 -7.4 4.2
Diluted EPS 6.3 — — 20.2 -0.4 -7.5 4.1
Earnings Before Interest, after Tax 2.7 9.3 19.7 -17.1 -15.8 18.9 6.8
Free Cash Flow — -100.6 NM -114.1 -742.2 -38.4 —

Profitability
3-Year

Hist. Avg 2017 2018 2019 2020 2021
5-Year

Proj. Avg

Operating Margin % 12.0 12.7 10.8 12.5 15.7 13.9 16.4
EBITDA Margin % 24.0 24.1 22.9 24.9 29.5 27.9 30.3
Net Margin % 8.0 7.6 7.2 9.1 10.0 9.1 10.0
Free Cash Flow Margin % 1.9 0.1 6.5 -1.0 6.8 4.1 7.3
ROIC % 2.3 1.9 1.9 3.2 3.9 4.9 5.2
Adjusted ROIC % 2.5 2.1 2.1 3.4 4.3 5.4 5.7
Return on Assets % 2.4 3.3 1.7 2.3 2.5 2.2 2.4
Return on Equity % 9.8 13.6 6.6 9.0 9.4 8.2 8.8

Leverage
3-Year

Hist. Avg 2017 2018 2019 2020 2021
5-Year

Proj. Avg

Debt/Capital 0.54 0.54 0.54 0.54 0.53 0.52 0.51
Total Debt/EBITDA 4.42 4.40 4.43 4.43 4.18 4.44 4.05
EBITDA/Interest Expense 5.26 5.18 5.31 5.28 5.90 5.55 6.00

2018 2019 2020(E) 2021(E)

Price/Fair Value 1.13 1.06 — —
Price/Earnings 16.8 14.2 10.8 11.6
EV/EBITDA 9.5 9.4 7.6 8.0
EV/EBIT 20.1 18.7 14.4 16.0
Free Cash Flow Yield % 2.4 -1.3 4.2 1.9
Dividend Yield % 3.1 3.2 4.4 4.5

Cost of Equity % 9.0
Pre-Tax Cost of Debt % 6.5
Weighted Average Cost of Capital % 7.0
Long-Run Tax Rate % 25.0
Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 40.0
Perpetuity Year 15

USD Mil
Firm Value

(%)
Per Share

Value

Present Value Stage I 9,586 12.1 9.83
Present Value Stage II 22,054 27.7 22.61
Present Value Stage III 47,896 60.2 49.11
Total Firm Value 79,537 100.0 81.55

Cash and Equivalents 587 — 0.60
Debt -37,799 — -38.76
Preferred Stock — — —
Other Adjustments 60 — 0.06
Equity Value 42,385 — 43.46

Projected Diluted Shares 975

Fair Value per Share 44.00

Morningstar Analyst Forecasts

ForecastFiscal Year Ends in December

Financial Summary and Forecasts

Valuation Summary and Forecasts

Key Valuation Drivers

Discounted Cash Flow Valuation

Additional estimates and scenarios available for download at http://select.morningstar.com.

      The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
    

(USD)
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2017 2018 2019 2020 2021
Revenue 33,531 35,985 34,348 31,418 31,722

Cost of Goods Sold 14,035 16,670 15,497 12,204 12,868
Gross Profit 19,496 19,315 18,851 19,214 18,854

Selling, General & Administrative Expenses 10,126 9,337 8,615 8,176 8,194
Other Operating Expense (Income) 1,731 1,783 1,732 1,764 1,804
Other Operating Expense (Income) -449 -56 -32 — —
Depreciation & Amortization (if reported separately) 3,828 4,353 4,252 4,345 4,437
Operating Income (ex charges) 4,260 3,898 4,284 4,928 4,418

Restructuring & Other Cash Charges — — — — —
Impairment Charges (if reported separately) — — — — —
Other Non-Cash (Income)/Charges — — — — —
Operating Income (incl charges) 4,260 3,898 4,284 4,928 4,418

Interest Expense 1,560 1,554 1,616 1,571 1,595
Interest Income 1,024 -140 1,044 500 750
Pre-Tax Income 3,724 2,204 3,712 3,857 3,574

Income Tax Expense -125 120 774 733 679

Other After-Tax Cash Gains (Losses) — — — — —
Other After-Tax Non-Cash Gains (Losses) — — — — —
(Minority Interest) -62 -74 -92 — —
(Preferred Dividends) -8 — — — —
Net Income 3,779 2,010 2,846 3,125 2,895

Weighted Average Diluted Shares Outstanding 949 969 974 975 976
Diluted Earnings Per Share 3.98 2.07 2.92 3.21 2.97

Adjusted Net Income 2,543 2,597 3,136 3,125 2,895
Diluted Earnings Per Share (Adjusted) 2.68 2.68 3.22 3.21 2.97

Dividends Per Common Share 1.31 1.38 1.45 1.52 1.57

EBITDA 9,687 9,869 10,064 9,273 8,855
Adjusted EBITDA 8,088 8,251 8,536 9,273 8,855

Morningstar Analyst Forecasts

Income Statement (USD Mil)
Fiscal Year Ends in December Forecast
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2017 2018 2019 2020 2021

Cash and Equivalents 898 1,349 587 1,181 844
Investments — — — — —
Accounts Receivable 5,533 5,863 6,175 5,423 5,475
Inventory 1,651 1,685 1,768 1,605 1,692
Deferred Tax Assets (Current) — — — — —
Other Short Term Assets 3,752 4,463 3,507 4,000 4,000
Current Assets 11,834 13,360 12,037 12,209 12,011

Net Property Plant, and Equipment 74,202 76,707 80,233 83,363 86,251
Goodwill 6,677 6,677 6,677 6,677 6,677
Other Intangibles — — — — —
Deferred Tax Assets (Long-Term) — — — — —
Other Long-Term Operating Assets 8,021 8,237 8,335 9,000 9,000
Long-Term Non-Operating Assets 15,966 14,685 17,695 17,695 17,695
Total Assets 116,700 119,666 124,977 128,944 131,634

Accounts Payable 3,537 3,805 3,565 3,344 3,349
Short-Term Debt 3,017 2,063 6,080 6,080 6,080
Deferred Tax Liabilities (Current) — — — — —
Other Short-Term Liabilities 4,242 5,536 4,540 6,100 6,100
Current Liabilities 10,796 11,404 14,185 15,524 15,529

Long-Term Debt 32,565 34,465 31,719 32,719 33,219
Deferred Tax Liabilities (Long-Term) 11,222 11,330 12,351 12,000 12,750
Other Long-Term Operating Liabilities 9,865 9,559 9,986 10,500 10,500
Long-Term Non-Operating Liabilities 20,120 19,838 22,163 22,163 22,163
Total Liabilities 84,568 86,596 90,404 92,906 94,161

Preferred Stock — — — — —
Common Stock 18,964 19,116 19,274 19,274 19,274
Additional Paid-in Capital — — — 60 120
Retained Earnings (Deficit) 13,503 14,766 16,267 17,927 19,302
(Treasury Stock) -123 -123 -123 -123 -123
Other Equity -2,487 -2,995 -3,194 -2,700 -2,700
Shareholder's Equity 29,857 30,764 32,224 34,438 35,873

Minority Interest 2,275 2,306 2,349 1,600 1,600
Total Equity 32,132 33,070 34,573 36,038 37,473

Morningstar Analyst Forecasts

Balance Sheet  (USD Mil)
Fiscal Year Ends in December Forecast
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2017 2018 2019 2020 2021

Net Income 3,849 2,084 3,028 3,125 2,895

Depreciation 5,427 5,971 5,780 4,345 4,437
Amortization — — — — —
Stock-Based Compensation — — — — —
Impairment of Goodwill — — — — —
Impairment of Other Intangibles — — — — —
Deferred Taxes -361 -106 681 -351 750
Other Non-Cash Adjustments 380 1,715 346 — —

(Increase) Decrease in Accounts Receivable -426 -565 -243 752 -53
(Increase) Decrease in Inventory -72 -37 -87 163 -87
Change in Other Short-Term Assets -927 -969 -2,421 -493 —
Increase (Decrease) in Accounts Payable -390 551 -425 -221 6
Change in Other Short-Term Liabilities — — — 1,560 —
Cash From Operations 7,480 8,644 6,659 8,880 7,947

(Capital Expenditures) -7,584 -7,594 -7,248 -7,475 -7,325
Net (Acquisitions), Asset Sales, and Disposals -208 -154 -41 — —
Net Sales (Purchases) of Investments — — — — —
Other Investing Cash Flows -142 -86 29 -151 —
Cash From Investing -7,934 -7,834 -7,260 -7,626 -7,325

Common Stock Issuance (or Repurchase) 150 105 112 60 60
Common Stock (Dividends) -1,236 -1,332 -1,408 -1,464 -1,520
Short-Term Debt Issuance (or Retirement) -340 -213 656 — —
Long-Term Debt Issuance (or Retirement) 980 1,329 664 1,000 500
Other Financing Cash Flows 1,163 -108 -82 -749 —
Cash From Financing 717 -219 -58 -1,153 -960

Exchange Rates, Discontinued Ops, etc. (net) — — — 494 —
Net Change in Cash 263 591 -659 594 -338

Morningstar Analyst Forecasts

Cash Flow  (USD Mil)
Fiscal Year Ends in December Forecast
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

 

Morningstar Research Methodology for Valuing Companies 
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3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

 

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  
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General Disclosure
The analysis within this report is prepared by the person(s)
noted in their capacity as an analyst for Morningstar’s equity
research group. The equity research group consists of
various Morningstar, Inc. subsidiaries (“Equity Research
Group)”. In the United States, that subsidiary is Morningstar
Research Services LLC, which is registered with and
governed by the U.S. Securities and Exchange Commission.

The opinions expressed within the report are given in good
faith, are as of the date of the report and are subject to
change without notice. Neither the analyst nor Equity
Research Group commits themselves in advance to whether
and in which intervals updates to the report are expected
to be made. The written analysis and Morningstar Star
Rating for stocks are statements of opinions; they are not
statements of fact.

The Equity Research Group believes its analysts make a
reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources believed
to be reliable such as, for example, the company’s financial
statements filed with a regulator, company website,
Bloomberg and any other the relevant press sources. Only
the information obtained from such sources is made

available to the issuer who is the subject of the analysis,
which is necessary to properly reconcile with the facts.
Should this sharing of information result in considerable
changes, a statement of that fact will be noted within the
report. While the Equity Research Group has obtained data,
statistics and information from sources it believes to be
reliable, neither the Equity Research Group nor Morningstar,
Inc.performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the country
in which the Morningstar distributor is based. Unless stated
otherwise, the original distributor of the report is
Morningstar Research Services LLC, a U.S.A. domiciled
financial institution.

This report is for informational purposes only and has no
regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This
publication is intended to provide information to assist
institutional investors in making their own investment
decisions, not to provide investment advice to any specific
investor. Therefore, investments discussed and recommendations
made herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to the
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suitability of such investments and recommendations in the
light of their own investment objectives, experience,
taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct, complete
or timely. Unless otherwise provided in a separate
agreement, neither Morningstar, Inc. or the Equity Research
Group represents that the report contents meet all of the
presentation and/or disclosure standards applicable in the
jurisdiction the recipient is located.

Except as otherwise required by law or provided for in a
separate agreement, the analyst, Morningstar, Inc. and the
Equity Research Group and their officers, directors and
employees shall not be responsible or liable for any trading
decisions, damages or other losses resulting from, or related
to, the information, data, analyses or opinions within the
report. The Equity Research Group encourages recipients of
this report to read all relevant issue documents (e.g.,
prospectus) pertaining to the security concerned, including
without limitation, information relevant to its investment
objectives, risks, and costs before making an investment
decision and when deemed necessary, to seek the advice
of a legal, tax, and/or accounting professional.

The Report and its contents are not directed to, or intended
for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country
or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or
which would subject Morningstar, Inc. or its affiliates to any
registration or licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between the
English and translated versions of the report, the English
version will control and supersede any ambiguities
associated with any part or section of a report that has been

issued in a foreign language. Neither the analyst,
Morningstar, Inc., or the Equity Research Group guarantees
the accuracy of the translations.

This report may be distributed in certain localities, countries
and/or jurisdictions (“Territories”) by independent third
parties or independent intermediaries and/or distributors
(“Distributors”). Such Distributors are not acting as agents
or representatives of the analyst, Morningstar, Inc. or the
Equity Research Group. In Territories where a Distributor
distributes our report, the Distributor is solely responsible
for complying with all applicable regulations, laws, rules,
circulars, codes and guidelines established by local and/or
regional regulatory bodies, including laws in connection
with the distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to the
security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the security
subject of this investment research report that exceeds
0.5% of the total issued share capital of the security. To
determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.•
Analysts' compensation is derived from Morningstar, Inc.'s
overall earnings and consists of salary, bonus and in some
cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research Group
receives commissions for providing research nor do they
charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research Group is
a market maker or a liquidity provider of the security noted
within this report.

• Neither Morningstar, Inc. or the Equity Research Group
has been a lead manager or co-lead manager over the
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previous 12-months of any publicly disclosed offer of
financial instruments of the issuer.

• Morningstar, Inc.’s investment management group does
have arrangements with financial institutions to provide
portfolio management/investment advice some of which an
analyst may issue investment research reports on. However,
analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them.

• Morningstar, Inc. is a publicly traded company (Ticker
Symbol:  MORN) and thus a financial institution the security
of which is the subject of this report may own more than
5% of Morningstar, Inc.’s total outstanding shares. Please
access Morningstar, Inc.’s proxy statement, “Security
Ownership of Certain Beneficial Owners and Management”
section https: //shareholders.morningstar.com/investor-re
lations/financials/sec-filings/default.aspx

• Morningstar, Inc. may provide the product issuer or its
related entities with services or products for a fee and on
an arms’ length basis including software products and
licenses, research and consulting services, data services,
licenses to republish our ratings and research in their
promotional material, event sponsorship and website
advertising.

Further information on Morningstar, Inc.'s conflict of interest
policies is available from http://global.morningstar.com/e
quitydisclosures. Also, please note analysts are subject to
the CFA Institute’s Code of Ethics and Standards of
Professional Conduct.

For a list of securities which the Equity Research Group
currently covers and provides written analysis on please
contact your local Morningstar office. In addition, for

historical analysis of securities covered, including their fair
value estimate, please contact your local office.

For Recipients in Australia: This Report has been issued and
distributed in Australia by Morningstar Australasia Pty Ltd
(ABN:  95 090 665 544; ASFL:  240892). Morningstar
Australasia Pty Ltd is the provider of the general advice (‘the
Service’) and takes responsibility for the production of this
report. The Service is provided through the research of
investment products. To the extent the Report contains
general advice it has been prepared without reference to
an investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these matters
and, if applicable, the relevant Product Disclosure
Statement before making any decision to invest. Refer to
our Financial Services Guide (FSG) for more information at
http://www.morningstar.com.au/fsg.pdf .

For Recipients in Hong Kong: The Report is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures .

For Recipients in India: This Investment Research is issued
by Morningstar Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
(Registration number INA000001357) and provides
investment advice and research. Morningstar Investment
Adviser India Private Limited has not been the subject of
any disciplinary action by SEBI or any other legal/regulatory
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body. Morningstar Investment Adviser India Private Limited
is a wholly owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment Adviser
India Private Limited has one associate, Morningstar India
Private Limited, which provides data related services,
financial data analysis and software development.

The Research Analyst has not served as an officer, director
or employee of the fund company within the last 12 months,
nor has it or its associates engaged in market making activity
for the fund company.

*The Conflicts of Interest disclosure above also applies to
relatives and associates of Manager Research Analysts in
India # The Conflicts of Interest disclosure above also
applies to associates of Manager Research Analysts in
India. The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers Investment
Research to clients, varies from client to client, and are
detailed in the respective client agreement.

For recipients in Japan: The Report is distributed by Ibbotson
Associates Japan, Inc., which is regulated by Financial
Services Agency. Neither Ibbotson Associates Japan, Inc.,
nor its representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information.

For recipients in Singapore: This Report is distributed by
Morningstar Investment Adviser Singapore Pte Limited,
which is licensed by the Monetary Authority of Singapore
to provide financial advisory services in Singapore. Investors
should consult a financial adviser regarding the suitability
of any investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.
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Ticker Price Rating
ETR 79.99 Buy
EXC 31.00 Buy
NEE 191.75 Buy
NJR 31.15 Neutral
PNW 65.55 Neutral
SJI 22.85 Buy
SO 46.36 Neutral

 

 Power, Utilities & Alternative Energy March 23, 2020

The Guggenheim Daily Transmission: NJR, SJI, SO,
PNW, EXC, ETR, NEE, FERC, Wind, Solar

For Guggenheim Hosted Client Utility Events, Guggenheim
Fireside Chats with Utility C Suite and NDR schedule, scroll
down.

NJR/SJI/SO – FERC order confirms amended two-phase certificate order, confirms
PennEast in public interest

SO – Vogtle February monthly status report filed with GA Commission

SO – Georgia Power remains confident on Vogtle, EPS growth in the face of Coronavirus

PNW – Open meeting agenda posted, APS rate tool and other items slated for discussion

EXC – Rebuttal testimony filed in DPL electric case

FERC/Policy – APPA releases white paper on capacity market reforms, calls for
voluntary markets

ETR – Industry groups urge keeping Indian Point 2 online past April shutdown date

NEE – Seabrook nuclear plant engages pandemic plan

Wind – AWEA finds 25 GW of wind projects at risk due to the Coronavirus

Solar – SEIA seeks congressional support for the solar industry

NJR/SJI/SO – FERC order confirms amended two-phase certificate order, confirms
PennEast in public interest

• FERC orders that, based on its Certificate Policy Statement determination and its
environmental analysis, the public convenience and necessity require approval of the
PennEast pipeline project.

• The company continues to forge ahead with its two-phase plan. In the first, a 68-mile,
36in pipe would be built in PA, coming on line by November 2021. The second phase
would involve continuing the line in PA and through NJ, with a planned 2023 completion.

• Commissioner Glick announced he is dissenting in part, while Commissioner McNamee
is concurring with the order.

• Docket HERE.

Guggenheim takeaway: Positive datapoint, while not unexpected. As a reminder, Phase
1 of the pipeline accounts for ~2/3 of the ~$1B pipeline, which we continue to expect to
proceed as planned. SCOTUS and NJ permitting issues remain to be a gating factor for
Phase 2 of the pipeline. See more from our SJI NDR HEREand our NJR upgrade HERE.

SO – Vogtle February monthly status report filed with GA Commission

• On March 20 Georgia Power filed its February VCM report to the GA Commission.

• Total construction and capital financing remain on track with the budgeted Nov 21/22
timeline, with total costs continuing to be projected at ~$8.1B.

• Docket HERE.
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Guggenheim takeaway: Expected following recent datapoints we have gathered from
mgmt and the GA Commission. See more from our SO NDR HEREand our latest GA
Commissioner meeting HERE.

SO – Georgia Power remains confident on Vogtle, EPS growth in the face of
Coronavirus

• Mr Tom Fanning, of Georgia Power’s corporate parent, Southern Company, has stated
that Vogtle is "going well" and has not encountered significant slowdowns from the
Coronavirus.

• Mr. Fanning is expecting a reduction in industrial demand, offset by an uptick in
residential consumption. Under current C&I load reductions, Southern still believes they
are "nowhere near" needing to review earnings guidance, due to a potential economic
contraction.

• As of March 19, 12 Vogtle workers have been tested for Coronavirus, while 2 workers
have received negative results from testing.

• The Nuclear Energy Institute sent a letter to Trump administration officials suggesting
ways the federal government could help weather the impact from Coronavirus. This
included potential grants to projects that have federal loan guarantees, like Georgia
Power’s nuclear expansion at Plant Vogtle, that would help cover paid leave and keep
work going.

• More HERE and HERE.

Guggenheim takeaway: Recent comments are in line with datapoints from our recent
GA Commissioner meeting HERE. As a reminder, Southern and the Commission have
been in contact regarding COVID-19 measures, and the Commission remains positive on
the feedback so far on safety protocol. Georgia Power has moved to keep each unit’s
workforce and workgroups within the unit separated to prevent widespread infection. Those
who are suspected to be sick are quarantined, along with their workgroup, and tested on
site. Our talks with the Commissioner have confirmed the view that any delay due to the
virus exemplifies an ”act of God”, and the Commission feels comfortable with the sound
virus policy from contractors and Southern.

PNW – Open meeting agenda posted, APS rate tool and other items slated for
discussion

• The ACC has posted an updated open meeting agenda for Tuesday March 24, featuring
several APS items.

• See HERE.

Guggenheim takeaway: For your awareness. We continue to look for improvements in
APS’ relationship with the ACC, and believe the momentum is in the right direction at this
time. Stay tuned.

EXC – Rebuttal testimony filed in DPL electric case

• Rebuttal testimony has been filed in the ongoing DPL rate case.

• Docket HERE.

Guggenheim takeaway: Minor heads up.

FERC/Policy – APPA releases white paper on capacity market reforms, calls for
voluntary markets

• “A shift from reliance on the capacity constructs to more comprehensive LSE and state
resource planning for electricity supply is a beneficial strategy and follows the path states
have taken in recent years. Central to such an approach is a shift from the current
mandatory capacity constructs to voluntary residual capacity markets within these RTOs/
ISOs.”

• “While the specific implementation of the proposal can vary within each state, the critical
component is to allow states and LSEs to utilize a combination of bilateral contracts,
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self-builds and market opportunities to meet resource adequacy requirements based on
circumstances specific to each LSE, with appropriate state oversight. This proposal for
reform recognizes above all that customers are best served when utilities and states have
greater agency over their own resource planning and procurement processes.”

• More HERE.

Guggenheim takeaway: Heads up. We remain skeptical that a patchwork of bilaterals and
state-sponsored resources would yield a total system cost lower than the incorporation of
a price on carbon in a mandatory market.

ETR – Industry groups urge keeping Indian Point 2 online past April shutdown date

• Pro-nuclear scientists and Protect Orange County groups urged the state to keep Indian
Point 2 operating past the April shutdown date.

• The group feels like IP2 will help grid reliability during the unprecedented Covid-19
outbreak.

• The groups urge use of special clause for “energy emergency” to keep the unit operating
past the April 1 shutdown date.

Guggenheim takeaway:FYI.

NEE – Seabrook nuclear plant engages pandemic plan

• NEE disclosed that the Seabrook nuclear station is continuing to operate with only
essential personnel, while the NRC is doing most of its work to monitor the plant remotely.

• NEE has implemented the “pandemic plan” for ensuring continuity of service, including
limited access to control centers and various processes and procedures in designed to
limit the spread of the virus.

• Rest of the company is implementing business continuity plans as well, with no major
impacts being seen as of yet (per our conversations with mgmt).

Guggenheim takeaway:FYI.

Wind – AWEA finds 25 GW of wind projects at risk due to the Coronavirus

• The American Wind Energy Association released an analysis on the impact of COVID-19
and found that 25 GW, representing $35B in investment, is at risk.

• AWEA is asking Congress to extend federal tax credits considering the situation.

• John Hensley, AWEA VP of Research and Analytics, stated: “There is a record amount
of wind projects under development. Delays caused by COVID-19 will make it difficult
for some U.S. wind projects to come online in time to meet financial and economic
obligations, putting projects at risk of cancellation.”

• Link HERE and letter to Congress HERE.

Guggenheim takeaway: There will likely be some delay in some projects, and the letter
by AWEA is no surprise to us, as we have seen others advocate for the extension. We
will be monitoring the impact as some states move to close all non-essential work. House
Democrats are looking to include the extension of certain tax credits in the third economic
stimulus bill (see our Daily HERE).

Solar – SEIA seeks congressional support for the solar industry

• Due to the impact of COVID-19, SEIA is asking Congress for assistance to the solar
industry, including an extension of ITC.

• SEIA stated: “Our industry represents 250,000 Americans and American families.
As lawmakers consider an economic stimulus package, we respectfully ask that
policymakers address the harm solar workers are experiencing as a result of the
economy’s contraction.”
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• Link HERE.

Guggenheim takeaway: No surprise to us. We will be monitoring the impact as some states
move to close all non-essential work. House Democrats are looking to include the extension
of certain tax credits in the third economic stimulus bill (see our Daily HERE).
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DTE Fireside Chat - March 24, 2020 - 11:30AM ET

 

Equity Research  |  Corporate Access 

Fireside Chat with DTE Energy Company (DTE)  

Jerry Norcia, Chief Executive Officer 

Peter Oleksiak, Chief Financial Officer 
Please join Guggenheim Research Analyst Shar Pourreza for a fireside 

chat with Jerry Norcia and Peter Oleksiak of DTE Energy. 

Date and Time 

Tuesday, March 24, 2020 - 11:30AM ET 

Company Information 

Market Cap: $16.48bn 

DTE Energy Company (DTE) is a diversified energy company, which engages in 

the provision of electricity and natural gas sales, distribution and storage services. It 

operates through the following segments: Electric, Gas, Non-Utility Operations and 

Corporate & Other. The Electric segment is engaged in the generation, purchase, 

distribution and sale of electricity to residential, commercial and industrial customers 

in southeastern Michigan. The Gas segment is engaged in the purchase, storage, 

transportation, distribution and sale of natural gas to residential, commercial and 

industrial customers throughout Michigan and the sale of storage and transportation 

capacity. The Non-Utility Operations segment engages in gas storage and pipelines, 

power and industrial projects, and energy trading. The Corporate & Other includes 

various holding company activities, holds certain non-utility debt, and holds energy-

related investments. The company was founded in January 1995 and is 

headquartered in Detroit, MI.  (Source: FactSet) 

Dial-in 

To participate in the conference call, register using this link or the button below to: 

• Receive Dial-In details including your unique PIN 

• Add the call to your calendar 

Register Now  

Participating Guggenheim Analysts 

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & 

Alternative Energy 
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NWE Fireside Chat - March 30, 2020 - 10:30AM ET

 

Equity Research | Corporate Access 

Fireside Chat with NorthWestern Energy (NWE)  

Bob Rowe, Chief Executive Officer 

Brian Bird, Chief Financial Officer 
Please join Guggenheim Research Analyst Shar Pourreza for a fireside 

chat with Bob Rowe and Brian Bird of NorthWestern Energy. 

Date and Time 

Monday, March 30, 2020 - 10:30AM ET 

Company Information 

Market Cap: $2.65bn 

NorthWestern Corp. (NWE) engages in generating and distributing electricity and 

natural gas. It operates through the following segments: Electric Utility Operations, 

Natural Gas Operations, and All Other. The Electric Utility Operations segment 

includes generation, transmission, and distribution of electric utility business as a 

vertically integrated generation transmission and distribution utility. The Natural Gas 

Operations segment comprises production, storage, transmission, and distribution of 

natural gas. The All Other segment consists of unallocated corporate costs. The 

company was founded in November 1923 and is headquartered in Sioux Falls, SD. 
(Source: FactSet) 

Dial-in 

To participate in the conference call, register using this link or the button above to: 

• Receive Dial-In details including your unique PIN 

• Add the call to your calendar 

Register Now  

 

Participating Guggenheim Analysts 

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & 

Alternative Energy 
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close3/20/2020 Guggenheim Consensus

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 15.5 Buy $92 $62.93 2.9% 56% 246 3.53      3.90      4.15    4.43    17.8 16.1 15.2 14.2 3.48    3.79    4.02    4.34    18.1 16.6 15.7 14.5

AEP American Electric Power 35.4 Sell $84 $71.45 3.5% 63% 495 4.42      4.74      4.99    5.28    16.2 15.1 14.3 13.5 4.38    4.67    4.99    5.33    16.3 15.3 14.3 13.4

ALE ALLETE 2.8 Buy $88 $54.71 4.1% 64% 52 3.60      4.15      4.27    4.33    15.2 13.2 12.8 12.6 3.57    3.98    4.25    4.38    15.3 13.7 12.9 12.5

AVA Avista 2.4 Sell $40 $36.16 3.7% 76% 67 2.04      2.22      2.42    2.56    17.7 16.3 14.9 14.1 1.98    2.19    2.32    2.38    18.2 16.5 15.6 15.2

CMS CMS Energy 14.1 Neutral $62 $49.55 2.8% 61% 284 2.68      2.88      3.06    3.26    18.5 17.2 16.2 15.2 2.67    2.87    3.07    3.27    18.5 17.3 16.1 15.2

DUK Duke Energy 50.1 Buy $107 $68.40 4.8% 74% 733 5.29      5.55      5.80    6.05    12.9 12.3 11.8 11.3 5.21    5.45    5.71    5.99    13.1 12.5 12.0 11.4

ED Consolidated Edison 24.2 Sell $78 $72.59 3.5% 68% 334 4.40      4.57      4.77    4.99    16.5 15.9 15.2 14.5 4.44    4.63    4.80    4.98    16.3 15.7 15.1 14.6

EIX Edison International* 17.0 Suspended NA $46.86 NA NA 363 NA NA NA NA NA NA NA NA 4.50    4.65    4.72    5.12    10.4 10.1 9.9 9.1

ES Eversource Energy 22.5 Buy $102 $68.34 2.7% 59% 330 3.70      3.96      4.18    4.41    18.5 17.3 16.3 15.5 3.66    3.90    4.13    4.35    18.7 17.5 16.6 15.7

ETR Entergy 16.0 Buy $145 $79.99 3.8% 65% 200 5.66      6.02      6.42    6.76    14.1 13.3 12.5 11.8 5.61    5.99    6.37    6.73    14.3 13.4 12.6 11.9

EVRG Evergy 10.7 Buy $72 $47.18 3.8% 68% 227 3.10      3.27      3.40    3.52    15.2 14.4 13.9 13.4 3.11    3.23    3.39    3.58    15.2 14.6 13.9 13.2

FE FirstEnergy 18.5 Buy $56 $34.28 3.9% 61% 541 2.51      2.66      2.79    2.90    13.7 12.9 12.3 11.8 2.50    2.63    2.77    2.94    13.7 13.0 12.4 11.7

HE Hawaiian Electric 4.3 Neutral $44 $39.47 3.2% 64% 109 2.04      2.16      2.26    2.37    19.3 18.3 17.5 16.7 1.99    2.15    2.29    2.37    19.8 18.4 17.2 16.7

LNT Alliant Energy 10.0 Buy $56 $40.70 3.2% 63% 245 2.40      2.57      2.70    2.85    17.0 15.8 15.1 14.3 2.44    2.58    2.72    2.65    16.7 15.8 14.9 15.4

NWE NorthWestern 2.4 Neutral $71 $48.25 3.7% 68% 50 3.47      3.65      3.80    3.96    13.9 13.2 12.7 12.2 3.53    3.70    3.86    4.03    13.7 13.1 12.5 12.0

PCG PG&E Corporation* 3.8 Suspended NA $7.22 NA NA 529 NA NA NA NA NA NA NA NA 4.09    4.33    4.32    - 1.8 1.7 1.7 -

PNW Pinnacle West 7.4 Neutral $93 $65.55 4.1% 65% 112 4.84      5.14      5.51    5.88    13.5 12.8 11.9 11.1 4.85    5.13    5.42    5.83    13.5 12.8 12.1 11.2

POR Portland General Electric 3.6 Sell $49 $40.28 3.5% 62% 89 2.56      2.75      2.83    2.89    15.7 14.6 14.2 13.9 2.58    2.74    2.84    2.91    15.6 14.7 14.2 13.9

PPL PPL Corporation 15.1 Buy $38 $19.67 6.3% 68% 768 2.51      2.53      2.65    2.75    7.8 7.8 7.4 7.2 2.50    2.49    2.62    2.78    7.9 7.9 7.5 7.1

SO Southern Company 48.9 Neutral $68 $46.36 4.9% 77% 1054 3.22      3.41      3.58    3.76    14.4 13.6 12.9 12.3 3.18    3.31    3.55    3.86    14.6 14.0 13.0 12.0

WEC WEC Energy 23.4 Neutral $93 $74.09 2.7% 67% 315 3.73      3.98      4.26    4.50    19.9 18.6 17.4 16.5 3.74    3.99    4.25    4.53    19.8 18.6 17.4 16.4

*Average (Excl. PPL for P/E) 3.6% 65.6% 16.1 15.0 14.3 13.6 16.2 15.2 14.4 13.7

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.4 Neutral $94 $82.44 1.8% 38% 16 4.02      4.40      4.73    5.03    20.5 18.7 17.4 16.4 4.07    4.38    4.70    4.96    20.3 18.8 17.5 16.6

NI NiSource 8.0 Buy $31 $21.00 3.6% 65% 382 1.36      1.41      1.51    1.61    15.4 14.9 13.9 13.0 1.35    1.41    1.51    1.61    15.6 14.9 13.9 13.0

NJR New Jersey Resources 3.0 Neutral $35 $31.15 4.1% 60% 96 2.05      2.26      2.42    2.58    15.2 13.8 12.9 12.1 2.10    2.32    2.42    2.58    14.9 13.4 12.9 12.1

NWN NW Natural Gas 1.7 Sell $57 $56.87 3.3% 76% 30 2.35      2.55      2.63    2.71    24.2 22.3 21.6 21.0 2.38    2.55    2.64    2.71    23.9 22.3 21.6 21.0

OGS ONE Gas 3.6 Neutral $93 $67.95 3.0% 60% 53 3.64      3.89      4.16    4.43    18.7 17.5 16.3 15.3 3.61    3.85    4.14    4.34    18.8 17.7 16.4 15.7

SJI South Jersey Industries 2.1 Buy $37 $22.85 5.0% 72% 92 1.59      1.72      1.90    2.02    14.4 13.3 12.0 11.3 1.53    1.67    1.81    2.02    15.0 13.7 12.6 11.3

SR Spire 3.2 Neutral $72 $63.50 4.0% 66% 51 3.89      4.04      4.31    4.60    16.3 15.7 14.7 13.8 3.88    4.07    4.29    4.53    16.4 15.6 14.8 14.0

Average     3.8% 67% 17.4 16.2 15.2 14.4 17.4 16.3 15.4 14.5

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 30.2 Buy $53 $31.00 4.3% 51% 974 3.13      3.03      3.07    3.11    9.9 10.2 10.1 10.0 3.11    2.98    3.07    3.15    10.0 10.4 10.1 9.8

PEG PSEG 19.1 Buy $64 $37.82 4.7% 59% 505 3.39      3.48      3.67    3.94    11.2 10.9 10.3 9.6 3.38    3.45    3.58    3.82    11.2 11.0 10.6 9.9

Average     4.5% 55% 10.5 10.5 10.2 9.8 10.6 10.7 10.3 9.9

Market Target Current Dividend ('21E) Payout Diluted   

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 5.8 Buy $51 $23.31 4.5% - 251 1,981    1,897    1,864  1,824  5.3 5.3 4.8 4.4 1,987  1,897  1,886  1,799  5.5 5.8 6.0 NA

VST Vistra Energy 6.9 Buy $39 $14.08 3.7% - 488 3,440    3,364    3,291  3,241  4.7 4.5 4.3 4.0 3,406  3,338  3,209  3,114  4.7 4.6 4.7 NA

Average 5.0 4.9 4.6 4.2 5.1 5.2 5.3 NA

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 6.3 Buy $29 $12.48 7.4% 75% 503 1.46      1.54      1.65    1.75    8.5 8.1 7.6 7.1 1.41    1.50    1.57    1.63    8.9 8.3 7.9 7.7

D Dominion 56.3 Buy $96 $67.22 4.9% 81% 838 4.44      4.74      4.98    5.22    15.1 14.2 13.5 12.9 4.39    4.63    4.87    5.09    15.3 14.5 13.8 13.2

DTE DTE Energy 16.0 Buy $143 $83.00 4.5% 60% 193 6.68      7.22      7.56    7.91    12.4 11.5 11.0 10.5 6.63    7.10    7.50    7.95    12.5 11.7 11.1 10.4

NEE NextEra 93.8 Buy $274 $191.75 2.6% 57% 489 9.23      10.05    10.71  11.26  20.8 19.1 17.9 17.0 9.08    9.85    10.62  11.20  21.1 19.5 18.1 17.1

OGE OGE Energy 5.1 Neutral $42 $25.71 6.6% 71% 200 2.26      2.39      2.50    2.62    11.4 10.8 10.3 9.8 2.26    2.35    2.44    2.58    11.4 11.0 10.5 10.0

SRE Sempra Energy 29.1 Buy $186 $99.64 4.6% 59% 292 7.20      7.78      8.09    8.48    13.8 12.8 12.3 11.8 7.15    7.88    8.29    8.61    13.9 12.6 12.0 11.6

Average     5.1% 67.2% 13.7 12.7 12.1 11.5 13.9 12.9 12.2 11.7

Market Target Current Dividend ('21E) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 18.2 Neutral $128 $100.69 1.8% 55% 181 3.85      4.26      4.65    5.02    26.2 23.6 21.7 0.1 3.86    4.23    4.55    4.95    26.1 23.8 22.1 20.3

Market Target Current Dividend ('21E) Payout Diluted   

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.5 Suspended NA $19.63 NA - 183 NA NA NA NA NA NA NA NA 1,124  1,146  1,165  1,131  9.0 8.6 8.8 NA

NEP NextEra Energy Partners 2.5 Buy $63 $37.70 5.6% - 66 1,383    1,532    1,660  1,775  7.4 7.0 0.0 0.0 1,318  1,415  1,526  1,504  7.7 7.6 7.7 NA

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.

Price / EarningsEarnings Per Share Earnings Per Share Price / Earnings
Regulated Electric Utilities (1) Rating

Integrated Utilities (3) Rating

Rating
Independent Power Producers 

(IPPs) (4)

Regulated Gas Utilities (2) Rating

Rating

Other Rating

Multi-Industry Utilities (5) Rating
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions 
 

Ticker Dates Regions 
 

Commissioner 
Roundtable 

1/22 NYC ETR 5/26-5/29 NYC/Boston  

WEC 2/18-2/21 West Coast VST 6/3-6/4 Midwest  

SO 2/25-2/26 Midwest PNW 6/10-6/12 Midwest  

SJI 3/4 NYC  LNT 8/10-8/11 West Coast  

ES Rescheduled, TBA NYC  EVRG 8/12 Boston  

CMS Rescheduled, TBA Midwest  AWK 8/24-8/26 West Coast  

D Rescheduled, TBA NYC  NWE 9/16-9/18 West Coast/TX  

DTE Rescheduled, TBA NYC  OGS 10/1-10/2 TBD  

PEG 5/11-5/12 Midwest  DUK 10/8-10/9 Midwest  

ALE 5/19-5/20 NYC/Boston      
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Regulatory Calendar

 

Power and Utilities: Coverage Calendar (03/05/2020 - 05/04/2020)

Date Ticker Event / Proceeding Utility State Docket Description

3/9/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359 Commission Order

3/10/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Data Requests on Rebuttal

3/11/2020 AEP Electric Rate Case Indiana Michigan Power Co. IN Ca-45235 Order within 300 days deadline

3/11/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335 Evidentiary hearings begin

3/20/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20360 Replies

3/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-013 Initial Briefs.

3/24/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

3/25/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

4/1/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335  New rates likely effective by this date 

4/7/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Target Date for Filing any Settlement 

4/14/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/15/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/16/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-014  Reply Briefs. 

4/22/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/23/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/24/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359  Commission Order 
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. LNT: Upgrading to Buy - Finding a Foxhole in the Badger State

2. SR: Upgrade to Neutral - Appropriate Risk/Reward Following Equity Decline; Now Relatively Too Cheap to Maintain Sell

3. NJR – Upgrade to Neutral, “Relative” Underperformance Right-Sizes Risk/Reward Balance

4. ES NDR – “Virtually” Solid Mgmt. Meetings; LT Growth Cemented w/ (Ever)Source of Spending Opportunities & Catalysts

5. SJI NDR: South Jersey’s Finest Takes a Bite Out of the Big Apple
6. CNP: 2020 Preview and Beyond – Renewed Earnings Trajectory Could Surprise to the Upside with a Cleaner Business Mix
7. D & DUK - One Small Step for ACP, One Giant Leap for Gas Developers
8. WEC NDR: One Utility Under Gale, with Growth and Decarbonization for All
9. NEE/D: “South Carolina on My Mind”: SC DoA Recommends NEE as Buyer, D as Mgmt Contract
10. EXC – Too Clean to Fail? Illinois Policy Hangs Over Strong Regulated Story but Movement May Be Coming
11. FE – Another Boring Update? Just What the Market Ordered…
12. NJR - Regulated Performance Offset by CEV SREC Timing and Energy Services Weakness: Some Ground to Make Up
13. DTE 4Q Beats Consensus; GS&P More Stable Than Meets The Eye in 2020; Conservative Mgmt. Team – Conservative Plan
14. SR: Strong Print and Stepping Into the Fray, Mgmt. Lays Out Approaches to Tackle ISRS Lag
15. CNP - Surprise Surprise, Step 1 Complete: Selling Partial Non-Utility Segment: More to Come
16. CMS 4Q19 – Staying Efficient to Stay in Favor; Slight Miss on the Q, Slight Raise on the Capex, Runway Reaffirmed
17. WEC – Entering the New Decade on the Right Foot
18. SJI: FERC Order Bolsters PennEast Case but Not a Game Changer; Positive Datapoint but Viability Remains on Life Support
19. NEE/NEP: New Year, New NEE… But Not Really; EPS Miss, But Guidance As Achievable As Ever – Remains Our Bellwether Name
20. EVRG: Slow Rate Base Growth? There’s an Activist for That – We See Little Downside Risk
21. CNP – Settlement Terms Setup Brings CEHE in Line with Our Numbers; Gaining Clarity, Removing Overhang
22. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
23. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
24. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
25. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
26. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
27. EXC: EDF Finally Ejects
28. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
29. EXC: It’s a Federal Probe, Not a Wildfire…
30. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
31. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
32. DUK - SB 559 Moving Constructively Through the Process
33. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
34. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
35. VST Meeting: Quick Takes from Our Abridged Texas Trip
36. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
37. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
38. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
39. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
40. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
41. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
42. VST: Vistra Lassos Ambit Energy
43. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
44. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
45. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
46. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
47. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
48. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
49. PPL - A Quandary Unlike Any Other
50. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
51. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
52. LNT: For a Good Night’s Sleep, Take Alliant
53. NRG: More Down‘Stream’ Retail Expansion
54. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
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55. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
56. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
57. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
58. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
59. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
60. SRE: Simplicity is the Ultimate Sophistication…
61. VST: Another Day, Another Illinois Policy Proposal
62. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
63. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
64. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
65. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
66. EXC NDR: State Rescue Cometh - Deeper Dive
67. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
68. D: NDR – Coming Out Party Well Received - March Madness Continues
69. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
70. FE NDR: Time Is the Furthest Distance Between Two Points…
71. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
72. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
73. SRE: Another Day, Another Dollar: Buying Low; Selling High
74. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax

Key Industry Research
1. PJM: Proposed Auction Timeline Features State Policy Accommodation
2. FERC ROE Policy Call: Different Commissioner, Similar Expectations
3. FERC ROEs: Former Commissioner Policy Call Points to No Easy Answers
4. Illinois Policy Call: Too Clean to Drain the Swamp? Will Springfield Lawmakers Reach Criticality? Still Too Early to Say…
5. PJM: As Fluid as It Gets - Expert Call Highlights Still-Challenging Auction Dynamics
6. Two-Way Better Than One-Way: Open Dialogue With MO, GA Commissioners – Fruitful Discussion
7. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
8. PJM: Does MOPR-Ex Bring Closure? Not Quite…
9. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
10. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
11. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
12. Guggenheim EEI Takeaways - Day Three
13. Guggenheim EEI Takeaways - Day Two
14. Guggenheim EEI Takeaways - Day One
15. PJM: Not So Fast - FERC Puts the Brakes on August Auction
16. Utility and IPP 2Q19 Model Sweep
17. ERCOT: Guggenheim Texas Power Market Luncheon Recap
18. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
19. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
20. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
21. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
22. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
23. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
24. Guggenheim's 2018 EEI Summary
25. Guggenheim EEI Takeaways - Day 3
26. Guggenheim EEI Takeaways - Day 2
27. Guggenheim EEI Takeaways - Day 1
28. Guggenheim EEI - Investor Question Bank
29. PJM: No Country for Common Ground; Reply Briefs Land at FERC
30. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
31. Coal/Nuclear: Will Politics “Trump” Reality
32. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
33. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
34. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
investor client feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 222 58.27% 41 18.47%

NEUTRAL 146 38.32% 9 6.16%

SELL 13 3.41% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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For analyst certification and important disclosures, please refer to the Disclosure Appendix.

KeyBanc Capital Markets Inc. | Member FINRA/SIPC

Alert
March 18, 2020

Energy: Electric Utilities

Utilities - ALERT: Midweek Thoughts – AEP, EXC, SO, ED, D, DUK, PCG
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

AEP's SWEPCO reaches settlement in LA for its planned North Central Wind (NCW) acquisition of three OK wind
farms; EXC's PEPCO receives opposition testimony in DC GRC; SO's Mississippi Power received the final written
order in its MS rate case on March 17 in line with the previously disclosed stipulation agreement calling for a $16.7M
rate decrease; ED's credit rating reduced by Moody's; A number of companies from under our coverage have tapped
the debt markets in recent weeks, signaling an openness to the utility companies; Dominion renews its ATM program;
DUK plans to retire eight natural gas peaking units at its 763-MW Darlington County power plant in SC; PG&E may
be getting ready to emerge from bankruptcy

AEP - SWEPCO reaches settlement in LA for its planned North Central Wind (NCW) acquisition of three OK wind farms:

● On March 16, SWEPCO announced a settlement with the LPSC and other interveners with respect to its proposal to add 810 MW
of wind capacity to its energy stack.

● We wrote on the Company's earnings release that management appeared confident, indicating an approval of the OK and AR
settlements would give the Company critical mass to proceed with the project. As it currently stands, assuming approval of the
settlement in LA, 1098 MW (74% or ~$1.5B in capex) resides within the three settlements, with the remaining 309 MW (or ~$500M
in capex) still traversing the TX and FERC regulatory processes.

● Management is almost certain to proceed with the project now with three settlements given part of management's confidence in
proceeding with the purchase had stemmed from the AR settlement, which contains a flex-up provision that would allow the state
to take additional capacity if TX or LA were to ultimately reject approval. We continue to believe AEP will likely put the full 1,485
MW ($2B) into the capital plan once written orders are received.

EXC - PEPCO receives opposition testimony in DC GRC:

● Intervening parties in PEPCO's multiyear electric distribution rate case (MRP) filed testimony recommending the rejection of the
Company's MRP. The Office of People's Counsel (OPC) recommended a $25M rate increase under the traditional test year structure,
and the recommendation is premised on an 8.75% ROE (50% capital) and a 6.89% total return on rate base valued at $2.076B.

● Separately, the Apartment and Office Building Association (AOBA) recommended a $50.2 rate increase premised on an 8.5% ROE
(50.68% equity layer) and a 6.78% return on rate base valued at $2.258B. The consumer advocate groups argue the MRP would
create undue harm on ratepayers and consumers, does not meet the criteria established in the Commission's alternative regulation
policy order, and reduces transparency in the rate-making process.

● The intervenor testimony compares to the Company's request for a first year rate increase of $82.9M, a second year rate increase
of $39.5M, and a final incremental increase of $35.5M. The request is premised on a 10.3% ROE (50.68% equity layer) and a 7.69%
total return on rate base valued at $2.569B. Looking ahead, rebuttal testimony is currently scheduled for April 8, but we will follow
the docket looking for any Covid-19-related delays.

SO - Mississippi Power (MP) received the final written order in its MS rate case on March 17, in line with the previously
disclosed stipulation agreement calling for a $16.7M rate decrease:

● For reference, Mississippi Power (MP) and the MPSC Staff reached a settlement calling for MP to reduce rates by $16.7M, which
is premised on a 7.57% total return and a 53% equity layer (55% allowed maximum). The settlement compares to the Company's
request for a $5.8M (-0.6%) reduction in rates premised on a 7.73% return (55% equity) on rate base valued at $2.36B.

● Per the agreement, MP will recover a portion of costs related to its investment in the combined-cycle Kemper facility in base rates,
with the remainder addressed in the Company's next PEP filing. Furthermore, the revenue requirement reflects an incremental
$2.2M adjustment related to the amortization of TCJA-related costs and associated regulatory assets, which will now be amortized
over three- and four-year periods, respectively. Notably, the Company agreed to return $44M of unprotected EADIT balance in a
2018 PEP decision, which was an offset to rate base in the proceeding.

95

Attachment SDR-ROR-10(e)
95 of 559

https://key2.bluematrix.com/docs/html/6271e8c1-5c3b-4793-8f0e-6b0afdd7257c.html
https://www.psc.state.ms.us/InSiteConnect/InSiteView.aspx?model=INSITE_CONNECT&queue=CTS_ARCHIVEQ&docid=648099


● Lastly, the parties agreed to discontinue the EECR rate and include all energy efficiency costs in the PEP filings in the future, which
is consistent with the Company's request. The rates will become effective once the Mississippi PSC issues an official approval.
Given the rate proceeding is the first in the state since 2001, we believe the stipulation filing is a positive outcome for MP and a
step forward in improving regulatory relationships in state.

ED - Credit rating reduced by Moody's: On March 17, Moody's lowered the long-term senior unsecured rating of ED to Baa1 from
A3 due to expectations of weaker cash flow. The agency specifically highlighted the Company's recent MRP, the related tax-reform
refunds and overall rate structure, and five-year capital plan as reasons for the rating cut. Furthermore, $1.7B in planned equity and
up to $3.8B of new debt will likely not support key financials ratios, which Moody's noted would continue to decline in tandem with
cash flow at CECONY. The rating outlook remains stable, however.

Debt capital markets remain open to Utes despite broader market seizures: We note that a number of companies under our
coverage have tapped debt capital markets in the last week in the normal course of action. Specifically, Ameren Missouri (AEE-MO)
issued $465M of mortgage bonds at 2.95% due 2030; Dominion (D) issued $750M of senior notes across two series for $400M at
3.3% due 2025 and $350M at 3.6% due 2027; and Entergy Arkansas (ETR-AR) issued $100M of mortgage bonds at 4% due 2028.
These issuances come as an encouraging sign of the sector's relative stability, and locking down lower interest rates should help in
the long run as those savings ultimately help create headroom in customer bills.

DUK - Company plans to retire eight natural gas peaking units at its 763-MW Darlington County power plant in SC. The natural
gas peaking units were in service since 1974, and the remaining units (12 and 13) have a combined capacity of 158 MW, with no plans
to retire them given the younger age of the units (on line in 1997).

Duke's DEC rate case delayed: DEC has filed a motion with the North Carolina Utilities Commission (NCUC), asking the regulator to
suspend the Company's rate case hearing due to concerns over the spread of coronavirus. The Company is seeking a suspension of
the procedural schedule in the rate case, including issuing discovery requests, as well as the postponement of the evidentiary hearing
scheduled to begin on March 23, for 60 days. Had the Company not made the request, new rates would automatically go into effect
under NC statute. The filing is likely the canary in the coal mine of what's to come as regulatory commissions across the nation grapple
with suspended public life.

Dominion renews its ATM program: D announced that it has renewed its $500M ATM program but with no immediate plans for
issuances. We expect other utilities to follow suit given the upheavals in the credit markets.

PG&E may be getting ready to emerge from bankruptcy. Bankruptcy courts approved a $23B financing for PG&E to exit Chapter
11. A creditors vote is planned by May 15 on the restructuring bid.
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Important Disclosures
American Electric Power Company, Inc. - AEP

We have managed or co-managed a public offering of securities for American Electric Power Company, Inc. within the past 12
months.
American Electric Power Company, Inc. is an investment banking client of ours.
We have received compensation for investment banking services from American Electric Power Company, Inc. during the past
12 months.
We expect to receive or intend to seek compensation for investment banking services from American Electric Power Company,
Inc. within the next three months.
During the past 12 months, American Electric Power Company, Inc. has been a client of the firm or its affiliates for non-securities
related services.
As of the date of this report, we make a market in American Electric Power Company, Inc..
Current analyst Sophie Karp assumed coverage on June 4, 2019. Rating and price target activity prior to that date was the work
of a previous analyst.

Dominion Energy, Inc. - D

We have managed or co-managed a public offering of securities for Dominion Energy, Inc. within the past 12 months.
Dominion Energy, Inc. is an investment banking client of ours.
We have received compensation for investment banking services from Dominion Energy, Inc. during the past 12 months.
We expect to receive or intend to seek compensation for investment banking services from Dominion Energy, Inc. within the next
three months.
During the past 12 months, Dominion Energy, Inc. has been a client of the firm or its affiliates for non-securities related services.
As of the date of this report, we make a market in Dominion Energy, Inc..

Duke Energy Corporation - DUK

We have managed or co-managed a public offering of securities for Duke Energy Corporation within the past 12 months.
Duke Energy Corporation is an investment banking client of ours.
We have received compensation for investment banking services from Duke Energy Corporation during the past 12 months.
We expect to receive or intend to seek compensation for investment banking services from Duke Energy Corporation within the
next three months.
During the past 12 months, Duke Energy Corporation has been a client of the firm or its affiliates for non-securities related services.
As of the date of this report, we make a market in Duke Energy Corporation.

Consolidated Edison, Inc. - ED

We have managed or co-managed a public offering of securities for Consolidated Edison, Inc. within the past 12 months.
Consolidated Edison, Inc. is an investment banking client of ours.
We have received compensation for investment banking services from Consolidated Edison, Inc. during the past 12 months.
We expect to receive or intend to seek compensation for investment banking services from Consolidated Edison, Inc. within the
next three months.
During the past 12 months, Consolidated Edison, Inc. has been a client of the firm or its affiliates for non-securities related services.
As of the date of this report, we make a market in Consolidated Edison, Inc..

Exelon Corporation - EXC

Exelon Corporation is an investment banking client of ours.
We have received compensation for investment banking services from Exelon Corporation during the past 12 months.
We expect to receive or intend to seek compensation for investment banking services from Exelon Corporation within the next
three months.
During the past 12 months, Exelon Corporation has been a client of the firm or its affiliates for non-securities related services.
As of the date of this report, we make a market in Exelon Corporation.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
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securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Three-Year Rating and Price Target History

Rating and Price Target History for: American Electric Power Company, Inc. (AEP) as of 03-18-2020
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Rating and Price Target History for: Dominion Energy, Inc. (D) as of 03-16-2020
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Rating and Price Target History for: Duke Energy Corporation (DUK) as of 03-16-2020
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Rating and Price Target History for: Consolidated Edison, Inc. (ED) as of 03-16-2020
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Rating and Price Target History for: Exelon Corporation (EXC) as of 03-16-2020
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Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 229 43.62 55 24.02

Sector Weight [SW] 282 53.71 47 16.67

Underweight [UW] 14 2.67 3 21.43
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 28 50.91 11 39.29

Sector Weight [SW] 25 45.45 12 48.00

Underweight [UW] 2 3.64 1 50.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.

Disclosure Appendix (cont'd)

March 18, 2020
Sophie Karp

Pg.6
(917) 368-2361 / sophie.karp@key.com100

Attachment SDR-ROR-10(e)
100 of 559

https://key2.bluematrix.com/sellside/Disclosures.action
https://key2.bluematrix.com/sellside/Disclosures.action


This document is hosted on "BofA Global Research" server, please use the URL link provided below to
open the actual document

Headline : North American Utilities & IPPs >> Power Points: PCG resolution; SO testing; DUK delays; EXC;
UTL; NEP; AGR; AEP

Publication Date/Time : Tuesday, March 17, 2020 12:47:41 PM (GMT)

Contributor Name : BofA Global Research

Primary Analyst(s) : Julien Dumoulin-Smith

Link to Document :
https://rsch.baml.com/r?q=RWBAUnQRSkBQnlD!Aza2aA__&reid=7FED13DEAF0F11EAA4BDC7763AE79615

101

Attachment SDR-ROR-10(e)
101 of 559



 

Shahriar Pourreza, CFA
shahriar.pourreza@guggenheimpartners.com
212 518 5862

Constantine Lednev
constantine.lednev@guggenheimpartners.com
212 651 0847

James Kennedy
james.kennedy@guggenheimpartners.com
212 823 6741

Robert Koryl
robert.koryl@guggenheimpartners.com
212 823 6561

Kody Clark
kody.clark@guggenheimpartners.com
212 518 9538

Guggenheim Utilities Research
GSUtilities@guggenheimpartners.com

 

 

Ticker Price Rating
AEP 81.66 Sell
D 68.65 Buy
ES 77.18 Buy
EXC 30.51 Buy
LNT 47.56 Buy
NEE 201.37 Buy
NJR 26.76 Neutral
NWE 56.98 Neutral
SR 63.16 Neutral

 

 Power, Utilities & Alternative Energy March 17, 2020

The Guggenheim Daily Transmission: LNT, SR, NJR,
ES, AEP, D, NWE, FERC, Gas, EXC

For Guggenheim Hosted Client Utility Events, GA
Commissioner Conference Call and NDR schedule, scroll
down.

LNT: Upgrading to Buy - Finding a Foxhole in the Badger State (HERE)

SR: Upgrade to Neutral - Appropriate Risk/Reward Following Equity Decline; Now
Relatively Too Cheap to Maintain Sell (HERE)

NJR – Upgrade to Neutral, “Relative” Underperformance Right-Sizes Risk/Reward
Balance (HERE)

ES NDR – “Virtually” Solid Mgmt. Meetings; LT Growth Cemented w/ (Ever)Source
of Spending Opportunities & Catalysts (HERE)

AEP – SWEPCO LA reaches settlement agreement regarding North Central

D – Announces update liquidity needs, no need to tap ATM in near term

NWE – MT PSC staff provides analysis on comments regarding NWE’s proposed Colstrip
acquisition

FERC/EXC/NEE – Watchdog highlights Commissioner Danly’s connections with natural
gas projects

Gas – Study shows interstate gas pipelines overearn

EXC – Maryland lawmakers working to block settlement of hydro project permitting for
EXC Conowingo

AEP – SWEPCO and LA reach settlement agreement regarding North Central

• SWEPCO has reportedly reached a settlement with LA and intervenors regarding the
acquisition of 810 MW North Central wind.

• SWEPCO and PSO have reached settlements in OK, AR, and LA. TX still remains in front
of the Commission with Staff requesting further guarantees on consumer protections.

• More HERE;

Guggenheim takeaway: This is the 3rd jurisdiction as North Central has reached settlement
agreements in Oklahoma PSO and Arkansas consisting of 45.5% and 10.4% of the $2B
project, respectively. Now LA is within the fold consisting of 20.8% of project. Texas (18.1%
of project) still requires an outcome.

D – Announces update liquidity needs, no need to tap ATM in near term

• On 3/16/20, Dominion released an 8K, providing an update on liquidity needs.

• The company sees no need to tap the equity funding under the new ATM Program in
the near term.

• More HERE, see page 2 of 9.
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• “As of March 13, 2020, the Company had approximately $1.1 billion in cash and an
additional $3.4 billion available under its $6.0 billion credit facility after accounting for
outstanding commercial paper and letters of credit. As of March 16, 2020, the Company
has not drawn on this credit facility. In addition, the Company is contemplating additional
liquidity facilities to buttress these positions.”

Guggenheim takeaway: FYI, positive datapoint that reinforces Dominion’s healthy balance
sheet and lack of need to tap the equity market in the current volatile times.

NWE – MT PSC staff provides analysis on comments regarding NWE’s proposed
Colstrip acquisition

• Staff provided analysis on the comments submitted by Colstrip Energy Limited
Partnership, Montana Consumer Council, and Montana Environmental Information
Center regarding NWE’s application for approval of its Colstrip acquisition.

• Staff finds that the application is inadequate because 1) it does not adequately
demonstrate the difference in expected annual revenue requirement vs alternatives and
2) it does not provide adequate sensitivities to the inputs in NWE’s evaluation of the
acquisition.

• Staff does not recommend that NWE provide supplement to its application but
recommends articulating the inadequacies and suggests ways to remedy them.

• Link HERE.

Guggenheim takeaway:Procedural update and push back from consumer groups was to
be expected.

FERC/EXC/NEE – Watchdog highlights Commissioner Danly’s connections with
natural gas projects

• Watchdog Accountable.US raised concerns with Commissioner Danly’s work at a law
firm from 2014 to 2017, during which two of his clients were Exelon Corp. and NextEra
Energy.

• Both companies have ongoing gas projects, and Chris Saeger, Accountable.US’s director
of strategic initiatives, stated: “There is clearly a conflict of interest in these cases, And
I think the fact that they’ve already been approved with little transparency as to his
involvement in these projects is incredibly disturbing.”

• Link HERE.

Guggenheim takeaway:Minor FYI. We do not see anything coming from this.

Gas – Study shows interstate gas pipelines overearn

• A study conducted by the Natural Gas Supply Assoc. found that most interstate gas
pipelines earned over a 12% ROE during a five-year period.

• The study included 32 companies making up 75% of total interstate pipeline capacity and
found the average ROE increased to 15.8% in 2018 from 13.7% in 2017.

• Interstate Natural Gas Assoc. of America responded to the report, stating: “The report
does not mention that the market for energy transportation is highly competitive, which
in many cases has resulted in discounted and negotiated rates below the level allowed
by the [Federal Energy Regulatory Commission].”

Guggenheim takeaway:FYI.

EXC – Maryland lawmakers working to block settlement of hydro project permitting
for EXC Conowingo

• EXC settled an environmental dispute over licensing the Conowingo generating station
involving water quality of the lower Susquehanna river and Chesapeake Bay (with
Governor Larry Hogan stating his support).
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• Legislators in MD and certain clean water advocates are now concerned with the
settlement provision for the MD department of environment to conditionally waive its right
to issue water quality certification.

• Additionally, lawmakers presented concerns that the settlement does not do enough to
address concerns about nitrogen and phosphorus pollution and debris that flow down
the river.

• Legislators were set to adjourn April 6, but with the most recent scheduling changes will
close the current session March 18. Senate President Bill Ferguson plans to come back
in the last week of May for a special session for critical legislation.

Guggenheim takeaway:For your awareness. This is a minor procedural item and a
discussion to keep track of until May. It’s not clear if there is enough interest to overturn the
settlement in its entirety.
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Equity Research  |  Corporate Access 

Guggenheim Hosted GA Commissioner 

Conference Call  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 

discussion with GA utility commissioner Tricia Pridemore on key 

regulatory trends among other topics within her purview.  

Date and Time 

Wednesday, March 18, 2020 - 10:00am – 11:00am ET 

Commissioner Bio 

Tricia Pridemore, Commissioner, Georgia Public Service Commission 

Tricia Pridemore was appointed to the Commission by Governor Nathan Deal in 

2018 and won the Republican primary and the general election later that year. In 

addition to her duties with the Commission, she serves on the Advisory Board of the 

Financial Research Institute at the University of Missouri, the Gas Committee of the 

National Association of Regulatory Utility Commissioners and the NARUC 

Subcommittee on Education and Research. She is also the NARUC liaison to the 

University of Wisconsin School of Public Utilities. 

Commissioner Pridemore is a businesswoman with a background in technology, 

consulting and workforce development. Since the acquisition of Accucast, the 

software company she founded with her husband, she served on the Georgia World 

Congress Center Board of Governors, the 2011 Transition team of Governor Deal 

and co-chaired both of Governor Deal’s Inaugural Committees in 2011 and 2015. 

Commissioner Pridemore formerly served as the Executive Director of the 

Governor’s Office of Workforce Development and started Georgia’s skilled trade 

initiative aimed at encouraging careers in the energy, transportation and 

construction trades. She was also a member of the Cobb Galleria Authority Board of 

Governors. 

Dial-in  

Dial-in: 1-800-447-0521 

Password: Please contact your Guggenheim Sales Representative for the 

Conference Call Password 

Participating Analyst 

Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 

Energy  
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Guggenheim's Power & Utility Comp Sheet
Price as of Close3/16/2020 Guggenheim Consensus

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 17.5 Buy $92 $65.95 2.9% 56% 246 3.53 3.90 4.15 4.43 18.7 16.9 15.9 14.9 3.48 3.79 4.02 4.34 19.0 17.4 16.4 15.2

AEP American Electric Power 41.3 Sell $84 $81.66 3.5% 63% 495 4.42 4.74 4.99 5.28 18.5 17.2 16.4 15.5 4.38 4.67 4.99 5.33 18.7 17.5 16.4 15.3

ALE ALLETE 3.0 Buy $88 $55.28 4.1% 64% 52 3.60 4.15 4.27 4.33 15.4 13.3 12.9 12.8 3.57 3.99 4.25 4.38 15.5 13.9 13.0 12.6

AVA Avista 3.0 Sell $40 $43.40 3.7% 76% 67 2.04 2.22 2.42 2.56 21.3 19.5 17.9 17.0 1.98 2.19 2.32 2.38 21.9 19.8 18.7 18.2

CMS CMS Energy 17.7 Neutral $62 $56.95 2.8% 61% 284 2.68 2.88 3.06 3.26 21.3 19.8 18.6 17.5 2.67 2.87 3.07 3.27 21.3 19.8 18.5 17.4

DUK Duke Energy 59.7 Buy $107 $76.58 4.8% 74% 733 5.29 5.55 5.80 6.05 14.5 13.8 13.2 12.7 5.21 5.45 5.72 5.99 14.7 14.0 13.4 12.8

ED Consolidated Edison 29.4 Sell $78 $79.55 3.5% 68% 334 4.40 4.57 4.77 4.99 18.1 17.4 16.7 15.9 4.44 4.63 4.80 4.98 17.9 17.2 16.6 16.0

EIX Edison International* 19.3 Suspended NA $46.15 NA NA 363 NA NA NA NA NA NA NA NA 4.50 4.65 4.71 5.29 10.3 9.9 9.8 8.7

ES Eversource Energy 27.4 Buy $102 $77.18 2.7% 59% 330 3.70 3.96 4.18 4.41 20.9 19.5 18.5 17.5 3.66 3.90 4.13 4.35 21.1 19.8 18.7 17.7

ETR Entergy 18.5 Buy $145 $86.74 3.8% 65% 200 5.66 6.02 6.42 6.76 15.3 14.4 13.5 12.8 5.61 5.99 6.36 6.71 15.5 14.5 13.6 12.9

EVRG Evergy 12.4 Buy $72 $49.60 3.8% 68% 227 3.10 3.27 3.40 3.52 16.0 15.2 14.6 14.1 3.11 3.23 3.39 3.58 16.0 15.4 14.6 13.9

FE FirstEnergy 21.0 Buy $56 $34.30 3.9% 61% 541 2.51 2.66 2.79 2.90 13.7 12.9 12.3 11.8 2.50 2.63 2.77 2.94 13.7 13.0 12.4 11.7

HE Hawaiian Electric 4.8 Neutral $44 $43.89 3.2% 64% 109 2.04 2.16 2.26 2.37 21.5 20.3 19.4 18.5 1.99 2.15 2.29 2.37 22.0 20.4 19.1 18.5

LNT Alliant Energy 12.0 Buy $56 $47.56 3.2% 63% 245 2.40 2.57 2.70 2.85 19.8 18.5 17.6 16.7 2.44 2.58 2.72 2.65 19.5 18.4 17.5 18.0

NWE NorthWestern 3.0 Neutral $71 $56.98 3.7% 68% 50 3.47 3.65 3.80 3.96 16.4 15.6 15.0 14.4 3.53 3.70 3.86 4.03 16.2 15.4 14.8 14.1

PCG PG&E Corporation* 4.8 Suspended NA $8.95 NA NA 529 NA NA NA NA NA NA NA NA 4.09 4.33 4.32 - 2.2 2.1 2.1 -

PNW Pinnacle West 9.2 Neutral $93 $68.11 4.1% 65% 112 4.84 5.14 5.51 5.88 14.1 13.3 12.4 11.6 4.85 5.13 5.42 5.83 14.0 13.3 12.6 11.7

POR Portland General Electric 4.0 Sell $49 $41.59 3.5% 62% 89 2.56 2.75 2.83 2.89 16.2 15.1 14.7 14.4 2.58 2.74 2.84 2.91 16.1 15.2 14.6 14.3

PPL PPL Corporation 19.2 Buy $38 $23.66 6.3% 68% 768 2.51 2.53 2.65 2.75 9.4 9.4 8.9 8.6 2.50 2.49 2.62 2.78 9.5 9.5 9.0 8.5

SO Southern Company 53.6 Neutral $68 $47.62 4.9% 77% 1054 3.22 3.41 3.58 3.76 14.8 14.0 13.3 12.7 3.18 3.31 3.55 3.86 15.0 14.4 13.4 12.4

WEC WEC Energy 30.6 Neutral $93 $92.68 2.7% 67% 315 3.73 3.98 4.26 4.50 24.8 23.3 21.8 20.6 3.74 3.99 4.26 4.53 24.8 23.2 21.8 20.5

*Average (Excl. PPL for P/E) 3.6% 65.6% 17.8 16.7 15.8 15.1 17.9 16.8 15.9 15.2

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.4 Neutral $94 $81.25 1.8% 38% 16 4.02 4.40 4.73 5.03 20.2 18.5 17.2 16.2 4.07 4.38 4.70 4.96 20.0 18.6 17.3 16.4

NI NiSource 8.7 Buy $31 $20.94 3.6% 65% 382 1.36 1.41 1.51 1.61 15.4 14.9 13.9 13.0 1.35 1.42 1.51 1.61 15.5 14.8 13.9 13.0

NJR New Jersey Resources 2.7 Neutral $35 $26.76 4.1% 60% 96 2.05 2.26 2.42 2.58 13.1 11.8 11.1 10.4 2.10 2.32 2.42 2.58 12.8 11.5 11.1 10.4

NWN NW Natural Gas 1.6 Sell $57 $51.64 3.3% 76% 30 2.35 2.55 2.63 2.71 22.0 20.3 19.6 19.1 2.38 2.55 2.64 2.71 21.7 20.2 19.6 19.1

OGS ONE Gas 3.8 Neutral $93 $69.37 3.0% 60% 53 3.64 3.89 4.16 4.43 19.1 17.8 16.7 15.7 3.61 3.84 4.13 4.34 19.2 18.1 16.8 16.0

SJI South Jersey Industries 2.1 Buy $37 $22.93 5.0% 72% 92 1.59 1.72 1.90 2.02 14.4 13.3 12.1 11.4 1.53 1.68 1.81 2.02 14.9 13.7 12.7 11.4

SR Spire 3.4 Neutral $72 $63.16 4.0% 66% 51 3.89 4.04 4.31 4.60 16.2 15.6 14.7 13.7 3.88 4.07 4.29 4.53 16.3 15.5 14.7 14.0

Average 3.8% 67% 16.7 15.6 14.7 13.9 16.7 15.6 14.8 14.0

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 29.9 Buy $53 $30.51 4.3% 51% 974 3.13 3.03 3.07 3.11 9.7 10.1 9.9 9.8 3.11 2.98 3.08 3.16 9.8 10.2 9.9 9.6

PEG PSEG 21.4 Buy $64 $40.28 4.7% 59% 505 3.39 3.48 3.67 3.94 11.9 11.6 11.0 10.2 3.38 3.45 3.59 3.88 11.9 11.7 11.2 10.4

Average 4.5% 55% 10.8 10.8 10.5 10.0 10.9 11.0 10.6 10.0

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 6.2 Buy $51 $24.89 4.5% - 248 1,981 1,897 1,864 1,824 5.5 5.4 5.0 4.6 1,987 1,897 1,888 1,824 5.7 6.0 6.1 NA

VST Vistra Energy 6.8 Buy $39 $13.69 3.7% - 488 3,440 3,364 3,291 3,241 4.7 4.5 4.3 4.0 3,406 3,338 3,239 3,244 4.6 4.6 4.6 NA

Average 5.1 5.0 4.6 4.3 5.2 5.3 5.4 NA

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 7.8 Buy $29 $12.48 7.4% 75% 502 1.46 1.54 1.65 1.75 8.5 8.1 7.6 7.1 1.41 1.50 1.57 1.63 8.8 8.3 7.9 7.7

D Dominion 62.2 Buy $96 $68.65 4.9% 81% 838 4.44 4.74 4.98 5.22 15.5 14.5 13.8 13.2 4.39 4.64 4.87 5.09 15.6 14.8 14.1 13.5

DTE DTE Energy 16.1 Buy $143 $83.03 4.5% 60% 193 6.68 7.22 7.56 7.91 12.4 11.5 11.0 10.5 6.63 7.11 7.52 8.00 12.5 11.7 11.0 10.4

NEE NextEra 103.5 Buy $274 $201.37 2.6% 57% 489 9.23 10.05 10.71 11.26 21.8 20.0 18.8 17.9 9.08 9.85 10.63 11.22 22.2 20.4 18.9 18.0

OGE OGE Energy 6.3 Neutral $42 $30.62 5.6% 71% 200 2.26 2.39 2.50 2.62 13.5 12.8 12.2 11.7 2.27 2.36 2.45 2.58 13.5 13.0 12.5 11.9

SRE Sempra Energy 28.5 Buy $186 $88.62 5.2% 59% 292 7.20 7.78 8.09 8.48 12.3 11.4 11.0 10.5 7.16 7.90 8.28 8.56 12.4 11.2 10.7 10.4

Average 5.0% 67.2% 14.0 13.1 12.4 11.8 14.2 13.2 12.5 12.0

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 23.0 Neutral $128 $118.81 1.8% 55% 181 3.85 4.26 4.65 5.02 30.9 27.9 25.6 0.0 3.85 4.23 4.54 4.95 30.8 28.1 26.2 24.0

Market Target Current Dividend ('21E) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 3.9 Suspended NA $16.61 NA - 183 NA NA NA NA NA NA NA NA 1,124 1,146 1,165 1,131 8.4 8.1 8.3 NA

NEP NextEra Energy Partners 2.8 Buy $63 $38.69 5.6% - 66 1,383 1,532 1,660 1,775 7.5 7.2 0.0 0.0 1,318 1,415 1,526 1,504 7.9 7.7 7.8 NA

(1) Regulated utilities deliver power to end-use customers via regulated transmission & distribution (T&D) infrastructure; vertically integrated utilities with regulated or mostly contracted generation are also included.

(2) Local Gas Distribution Companies (LDCs), as well as diversified utilities with a business mix largely comprised of gas infrastructure and related activities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activities).

(3) Integrated utilities own and operate regulated T&D franchises, as well as un-regulated power generation with commodity exposure.

(4) IPPs operate merchant (i.e., un-regulated, non-utility) power plants that compete to sell power in wholesale markets or through retail marketing businesses.

(5) Mult-Industry Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-power unregulated activities (i.e. midstream, renewable development, energy trading, etc.).

Source: Bloomberg, Guggenheim Securities, LLC estimates.
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Share Price Performance (Year-to-Date)

Note: We are currently restricted on EIX and PCG
(1) Regulated utilities deliver power to end-use customers via regulated transmission & distribution (T&D) infrastructure; vertically integrated utilities with regulated or mostly contracted generation are also included.

(2) Local Gas Distribution Companies (LDCs), as well as diversified utilities with a business mix largely comprised of gas infrastructure and related activities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activities).

(3) Integrated utilities own and operate regulated T&D franchises, as well as un-regulated power generation with commodity exposure.

(4) IPPs operate merchant (i.e., un-regulated, non-utility) power plants that compete to sell power in wholesale markets or through retail marketing businesses.

(5) Mult-Industry Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-power unregulated activities (i.e. midstream, renewable development, energy trading, etc.).

Source: Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC ALE 5/19-5/20 NYC/Boston  

WEC 2/18-2/21 West Coast ETR 5/26-5/29 NYC/Boston  

SO 2/25-2/26 Midwest PNW 6/10-6/12 Midwest  

SJI 3/4 NYC  LNT 8/10-8/11 West Coast  

ES Rescheduled, TBA NYC  EVRG 8/12 Boston  

CMS Rescheduled, TBA Midwest  AWK 8/24-8/26 West Coast  

D Rescheduled, TBA NYC  NWE 9/16-9/18 West Coast/TX  

VST Rescheduled, TBA Midwest  OGS 10/1-10/2 TBD  

DTE Rescheduled, TBA NYC  DUK 10/8-10/9 Midwest  

PEG 5/11-5/12 Midwest      
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Regulatory Calendar

 

Power and Utilities: Coverage Calendar (03/05/2020 - 05/04/2020)

Date Ticker Event / Proceeding Utility State Docket Description

3/9/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359 Commission Order

3/10/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Data Requests on Rebuttal

3/11/2020 AEP Electric Rate Case Indiana Michigan Power Co. IN Ca-45235 Order within 300 days deadline

3/11/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335 Evidentiary hearings begin

3/20/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20360 Replies

3/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-013 Initial Briefs.

3/24/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

3/25/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

4/1/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335  New rates likely effective by this date 

4/7/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Target Date for Filing any Settlement 

4/14/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/15/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/16/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-014  Reply Briefs. 

4/22/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/23/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/24/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359  Commission Order 
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. LNT: Upgrading to Buy - Finding a Foxhole in the Badger State

2. SR: Upgrade to Neutral - Appropriate Risk/Reward Following Equity Decline; Now Relatively Too Cheap to Maintain Sell

3. NJR – Upgrade to Neutral, “Relative” Underperformance Right-Sizes Risk/Reward Balance

4. ES NDR – “Virtually” Solid Mgmt. Meetings; LT Growth Cemented w/ (Ever)Source of Spending Opportunities & Catalysts

5. SJI NDR: South Jersey’s Finest Takes a Bite Out of the Big Apple
6. CNP: 2020 Preview and Beyond – Renewed Earnings Trajectory Could Surprise to the Upside with a Cleaner Business Mix
7. D & DUK - One Small Step for ACP, One Giant Leap for Gas Developers
8. WEC NDR: One Utility Under Gale, with Growth and Decarbonization for All
9. NEE/D: “South Carolina on My Mind”: SC DoA Recommends NEE as Buyer, D as Mgmt Contract
10. EXC – Too Clean to Fail? Illinois Policy Hangs Over Strong Regulated Story but Movement May Be Coming
11. FE – Another Boring Update? Just What the Market Ordered…
12. NJR - Regulated Performance Offset by CEV SREC Timing and Energy Services Weakness: Some Ground to Make Up
13. DTE 4Q Beats Consensus; GS&P More Stable Than Meets The Eye in 2020; Conservative Mgmt. Team – Conservative Plan
14. SR: Strong Print and Stepping Into the Fray, Mgmt. Lays Out Approaches to Tackle ISRS Lag
15. CNP - Surprise Surprise, Step 1 Complete: Selling Partial Non-Utility Segment: More to Come
16. CMS 4Q19 – Staying Efficient to Stay in Favor; Slight Miss on the Q, Slight Raise on the Capex, Runway Reaffirmed
17. WEC – Entering the New Decade on the Right Foot
18. SJI: FERC Order Bolsters PennEast Case but Not a Game Changer; Positive Datapoint but Viability Remains on Life Support
19. NEE/NEP: New Year, New NEE… But Not Really; EPS Miss, But Guidance As Achievable As Ever – Remains Our Bellwether Name
20. EVRG: Slow Rate Base Growth? There’s an Activist for That – We See Little Downside Risk
21. CNP – Settlement Terms Setup Brings CEHE in Line with Our Numbers; Gaining Clarity, Removing Overhang
22. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
23. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
24. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
25. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
26. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
27. EXC: EDF Finally Ejects
28. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
29. EXC: It’s a Federal Probe, Not a Wildfire…
30. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
31. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
32. DUK - SB 559 Moving Constructively Through the Process
33. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
34. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
35. VST Meeting: Quick Takes from Our Abridged Texas Trip
36. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
37. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
38. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
39. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
40. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
41. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
42. VST: Vistra Lassos Ambit Energy
43. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
44. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
45. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
46. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
47. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
48. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
49. PPL - A Quandary Unlike Any Other
50. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
51. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
52. LNT: For a Good Night’s Sleep, Take Alliant
53. NRG: More Down‘Stream’ Retail Expansion
54. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
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55. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
56. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
57. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
58. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
59. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
60. SRE: Simplicity is the Ultimate Sophistication…
61. VST: Another Day, Another Illinois Policy Proposal
62. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
63. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
64. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
65. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
66. EXC NDR: State Rescue Cometh - Deeper Dive
67. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
68. D: NDR – Coming Out Party Well Received - March Madness Continues
69. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
70. FE NDR: Time Is the Furthest Distance Between Two Points…
71. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
72. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
73. SRE: Another Day, Another Dollar: Buying Low; Selling High
74. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax

Key Industry Research
1. PJM: Proposed Auction Timeline Features State Policy Accommodation
2. FERC ROE Policy Call: Different Commissioner, Similar Expectations
3. FERC ROEs: Former Commissioner Policy Call Points to No Easy Answers
4. Illinois Policy Call: Too Clean to Drain the Swamp? Will Springfield Lawmakers Reach Criticality? Still Too Early to Say…
5. PJM: As Fluid as It Gets - Expert Call Highlights Still-Challenging Auction Dynamics
6. Two-Way Better Than One-Way: Open Dialogue With MO, GA Commissioners – Fruitful Discussion
7. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
8. PJM: Does MOPR-Ex Bring Closure? Not Quite…
9. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
10. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
11. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
12. Guggenheim EEI Takeaways - Day Three
13. Guggenheim EEI Takeaways - Day Two
14. Guggenheim EEI Takeaways - Day One
15. PJM: Not So Fast - FERC Puts the Brakes on August Auction
16. Utility and IPP 2Q19 Model Sweep
17. ERCOT: Guggenheim Texas Power Market Luncheon Recap
18. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
19. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
20. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
21. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
22. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
23. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
24. Guggenheim's 2018 EEI Summary
25. Guggenheim EEI Takeaways - Day 3
26. Guggenheim EEI Takeaways - Day 2
27. Guggenheim EEI Takeaways - Day 1
28. Guggenheim EEI - Investor Question Bank
29. PJM: No Country for Common Ground; Reply Briefs Land at FERC
30. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
31. Coal/Nuclear: Will Politics “Trump” Reality
32. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
33. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
34. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
investor client feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 224 57.00% 42 18.75%

NEUTRAL 155 39.44% 9 5.81%

SELL 14 3.56% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Guggenheim Securities Equity Research & Equities Teams

Healthcare Equity Research

Animal Health, Life Science Tools and Omics
David Westenberg, CFA 617.859.4624
David.Westenberg@guggenheimpartners.com 

Biotechnology
Etzer Darout, Ph.D. 617.859.4609
Etzer.Darout@guggenheimpartners.com

Whitney Ijem 212.518.9778
Whitney.Ijem@guggenheimpartners.com 

Michael Schmidt, Ph.D. 617.859.4636
Michael.Schmidt@guggenheimpartners.com 

Yatin Suneja 212.518.9565
Yatin.Suneja@guggenheimpartners.com 

Emerging Pharmaceuticals
Dana Flanders, CFA 212.293.2820
Dana.Flanders@guggenheimpartners.com

Global Pharmaceuticals
Seamus Fernandez 617.859.4637
Seamus.Fernandez@guggenheimpartners.com 

Healthcare Technology & Distribution
Glen Santangelo 212.518.9294
Glen.Santangelo@guggenheimpartners.com

Vikram Kesavabhotla, CFA 212.518.9271
Vikram.Kesavabhotla@guggenheimpartners.com

Medical Supplies & Devices
Chris Pasquale 212.518.9420
Chris.Pasquale@guggenheimpartners.com

Technology, Media & Telecom Equity Research

Sales and Trading Offices

New York   212.292.4700
San Francisco   415.852.6451
Boston   617.859.4626
Chicago   312.357.0778
Los Angeles 310.260.6832
Richmond 804.253.8052

Automotive
Ali Faghri 310.319.2562
Ali.Faghri@guggenheimpartners.com

Beverages & Food Producers
Laurent Grandet 212.372.6368
Laurent.Grandet@guggenheimpartners.com

Food Retailers; Consumables Retail/Distribution
John Heinbockel 212.381.4135
John.Heinbockel@guggenheimpartners.com

Hardlines Retail
Steven Forbes, CFA, CPA 212.381.4188
Steven.Forbes@guggenheimpartners.com

Restaurants
Matthew DiFrisco 212.823.6599
Matthew.DiFrisco@guggenheimpartners.com

Retailing/Department Stores and Specialty Softlines
Robert Drbul 212.823.6558
Robert.Drbul@guggenheimpartners.com

Consumer Equity Research

Digital Services 
Jake Fuller 212.518.9013
Jake.Fuller@guggenheimpartners.com

Entertainment & Digital Media
Michael Morris, CFA 804.253.8025
Michael.Morris@guggenheimpartners.com

Curry Baker 804.253.8029
Curry.Baker@guggenheimpartners.com

Financial Technology
Jeff Cantwell, CFA 212.823.6543
Jeffrey.Cantwell@guggenheimpartners.com

Software
Imtiaz Koujalgi 212 518 9398
Imtiaz.Koujalgi@guggenheimpartners.com

Ken Wong, CFA 415.852.6465
Ken.Wong@guggenheimpartners.com

Telecom, Cable & Satellite Services
Mike McCormack, CFA 212.518.9774
Mike.McCormack@guggenheimpartners.com

Consumer Equities Team

Consumer Sector Specialist
Carey Kaufman 504.299.3424
Carey.Kaufman@guggenheimpartners.com

Power, Utilities & Alternative Energy
Shahriar Pourreza, CFA 212.518.5862
Shahriar.Pourreza@guggenheimpartners.com

Energy & Power Equity Research

Healthcare Equities Team

Healthcare Sector Specialist
Whitney Wolfe 212.518.9630
Whitney.Wolfe@guggenheimpartners.com

Brennan Doyle 617.859.4622
Brennan.Doyle@guggenheimpartners.com

Senior Healthcare Policy Advisor
Neal Masia 212.518.9750
Neal.Masia@guggenheimpartners.com

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:52 AM. 114

Attachment SDR-ROR-10(e)
114 of 559



For analyst certification and important disclosures, please refer to the Disclosure Appendix.

KeyBanc Capital Markets Inc. | Member FINRA/SIPC

Alert
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Energy: Electric Utilities

Heads Up - The Week Ahead in Utilities: DTE, FERC, EXC, AEP, CPUC
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Senate confirms a FERC commissioner and restores quorum but still short a Democratic Commissioner, rebuttal
testimony for EXC's Delmarva Power is scheduled for March 20th, and utilities across the nation are suspending
service terminations on non-payment as a relief to coronavirus patients and families. If you missed our recent strategy
note on repositioning in the new macro environment, we have attached a link here. We also hosted an NDR with
DTE recently that we discuss.

In a recent note, we adjusted ratings on a number of companies under our coverage to reflect a change in our NT macro and
idiosyncratic outlook. We believe that economy-destroying policy responses to the emergence of the novel coronavirus are
poised to drive the U.S. economy into a recession within the next 12 months, and the oil price war is likely to exacerbate the
situation. Consequently, we believe that the utilities sector is an attractive space to "hide" in, while collectively increasingly
attractive vs. treasuries dividend yield. That said, appropriate positioning within the sector will be crucial in the next 12
months, in our view, which is forcing us to think in relative terms.

Last week we hosted a series of meetings with DTE management. Considering extraordinary volatility in the markets, the
conversations revolved around the Company's more vulnerable Midstream segment, with investors also kicking tires on the regulatory
environment in MI and the Company's pending rate case. Based on our conversations, we do not foresee any immediate risk to cash
flows for DTE, and even though we've taken down our PT to $117 to reflect de-rating in Midstream, we maintain DTE at OW due to
significant dislocation at this time.

FERC Commissioner confirmed - On Thursday, the Senate voted to confirm James Danly as a commissioner of the Federal Energy
Regulatory Commission (FERC). The chamber voted 52-40 to confirm the President's pick for a Republican seat on the commission.
Danly will replace Bernard McNamee who is retiring in June. Danly's confirmation ensures quorum at FERC but his nomination is a
break from tradition as a Democrat was not nominated alongside him to fill a vacant Democratic seat (vacated by the resignation of
Commissioner LaFleur) to round out the five-member board.

A full regulatory calendar for companies under our coverage is presented below. Some notable dates this week include:

Rebuttal testimony is due for EXC's Delmarva Power on March 20: As a reminder, on February 21, Staff and Interveners delivered
testimony recommending $5.4M and $3.4M revenue increases, respectively. The Staff's revenue increase is premised on a 9.25%
ROE and 6.66% total return on rate base valued at $845.7M, while the Office of People's Counsel (OPC), the main consumer advocate
in the state, recommended an even lower 9.0% ROE and 6.54% total return on rate base valued at $820.3M. Notably, both the Staff
and OPC recommended disallowing a number of post-test-year additions that Delmarva included in its requested rate base, notably
related to forecasted reliability investments and related CWIP balances. The Company's request calls for an $18.5M rate increase
premised on a 10.3% ROE and a total return of 7.19% on rate base valued at $858.0M. Although the Company and other parties
are far apart in calculated ROE figures, we expect the Company to attempt to settle given recent precedent for relatively constructive
treatment in the state, notably for EXC's BG&E in 2019. For reference, Delmarva was authorized a $13.4M rate increase premised
on a 10.1% ROE two years ago in February 2018.

Recent developments for companies under our coverage include:

In our midweek report, we wrote: 1) AVA received a favorable ruling in 2015 WA remand case; 2) Santee Cooper future remains
uncertain after committees reject all bids; 3) EXC's Delmarva Power and Light filed an electric rate case in Delaware; 4) AVA filed
its 2020 IRP in WA, which highlights energy efficiency and pumped storage; and 5) Indiana passed legislation postponing coal-plant
retirement.

AEP - Indiana Michigan Power (IMP) authorized rate increase in Indiana:
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● On March 12, AEP's IMP was authorized an $84.1M revenue increase premised on a 9.7% ROE (37.55% equity layer) and a 5.61%
return on rate base valued at $4.896B. The initial rate increase will be implemented upon the final written order, while the second-
step will be subject to approval by the URC when IMP submits a certification filing by year-end 2020.

● The authorization compares to the Company's request for a $172M increase premised on a 10.5% ROE and $4.9B rate and the
Office of Utility Consumer Counselor (OUCC) recommendation for a gross revenue increase of ~$2M premised on a 9.1% ROE
and $4.7B rate base.

● Notably, the URC rejected the Company's request to implement a rider related to the deployment of its AMI infrastructure, but
approved the Company's request to create a pilot program for EV infrastructure.

PEG/ED/D/FE and others - As contingency planning for the Covid-19 outbreak gathers momentum, utilities have announced that
they will temporarily suspend shut offs of electric or gas service to residential customers for non-payment. The policy is effective
immediately, and we expect most other utility service providers to follow suit given the widespread nature of the epidemic.

California Public Utility Commission:

● In recent news, the California PUC energy division proposed a new transportation electrification framework that would require state
utilities to put together 10-year plans detailing investments in electrification infrastructure, including that for EVs. As per the proposal,
utilities would file their 10-year IRPs in 2021 and the CPUC would adopt them in 2022.

● CA utilities SDG&E, Edison Int'l, and PGE point to the plan as unreasonably onerous and effectively putting a five-year freeze before
any plans can be finalized. Utilities contend that a 10-year planning horizon is too long as the technology is continually evolving and
also that such a plan would delay CA's plan to put 5M zero-emission vehicles on the road by 2030.

● Such a plan could also risk CA meeting its obligations under SB 350 that increases CA's renewable electricity procurement goal
from 33% by 2020 to 50% 2030 by increasing the use of RPS eligible resources.
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Table 1 - Regulatory Calendar

Source: Public Utility Filings, SNL, Company Reports, KBCM

FERC Open Meeting Agenda
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Recent Research:

CMS: Notes from the Road – Steady as She Goes

PNW: Turning Toward the Sun? Launching with SW Rating

CNP: A New Chapter

ES: Another Tuck-In Acquisition Within Existing Footprint

POR: Initiating Coverage with SW Rating

ES: Management Meetings Support Our Stance

CNP: As the Dust Settles, Post-GRC Future Begins to Take Shape

Utilities: Great Expectations – 2020 Sector Outlook and Valuation Update

SO: Beyond Vogtle; Upgrading to Overweight with a $71 Price Target

FERC MOPRs Nukes - First Read

Mirror, Mirror on the Wall, Who's the Fairest of Them All? Launching Coverage of Residential Solar Space

OTTR: Initiating Coverage with OW Rating

With the Wind in Its Sails - Notes from AEP HQ Visit

We hosted a series of constructive company and investor meetings at the EEI conference in November. Read our takeaways here.

Utilities: Looking for Opportunities at the End of the Cycle

Electric Utilities Quick Alert

March 15, 2020
Sophie Karp

Pg.4
(917) 368-2361 / sophie.karp@key.com118

Attachment SDR-ROR-10(e)
118 of 559

https://key2.bluematrix.com/docs/pdf/78b73a27-7c9a-4e48-bb67-73e553042c9a.pdf?fdf
https://key2.bluematrix.com/docs/html/1425d473-4655-4519-98b5-88a1cb18d1f1.html
https://key2.bluematrix.com/docs/html/ab83ea25-794f-4dc5-b074-939876b79a82.html
https://key2.bluematrix.com/sellside/EmailDocViewer?encrypt=bbfe4ef3-680a-4728-8b3d-b84a321f956b&mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=61e7ecfb-d6b5-463c-890d-55b83bd18d8f
https://key2.bluematrix.com/docs/pdf/65fdc41d-0c6a-4417-b09f-bca898ea9728.pdf?fdf
https://key2.bluematrix.com/docs/html/4a52e66c-9623-4e45-b05d-e2dafe4b82db.html
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=41f4a134-fcb8-42c8-8c5c-ab9b605735f4
https://key2.bluematrix.com/docs/html/68d19aa6-0530-44e3-94f1-549039bf9065.html
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=88bde622-5c18-4e9e-8418-d05f1d5ef630
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=c43a4c59-78cd-4aec-929a-2ed416340055
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=c0dccb4a-7bbe-42c7-aedf-b592187e2e06
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=05c5241d-2f3e-4eee-8675-5342b7225605
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=b2f441a5-4273-44aa-beb1-ab353bbc7519
https://key2.bluematrix.com/sellside/EmailDocViewer?mime=pdf&co=KBCM&id=replaceme@bluematrix.com&source=mail&encrypt=ff4f8342-b44f-4792-b547-7f4f1701a83e


KBCM Comp Sheet:

Source: KeyBanc Capital Markets Inc., company reports
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Graph 1 - YTD Price Performance

Source: Thomson Reuters. Note: Results presented cannot and should not be used as an indicator of future performance.
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Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 225 42.94 56 24.89

Sector Weight [SW] 285 54.39 47 16.49

Underweight [UW] 14 2.67 3 21.43
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 28 50.91 11 39.29

Sector Weight [SW] 25 45.45 12 48.00

Underweight [UW] 2 3.64 1 50.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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Business Strategy and Outlook 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 13 February 2020

As the largest nuclear power plant owner in the United
States, Exelon has suffered as low natural gas prices have
slashed power prices since 2008. We think cheap gas will
remain an advantage for competing generators and
pressure nuclear plant returns for the foreseeable future.

But Exelon has shown its political clout, winning price
subsidies in Illinois, New York, and New Jersey to keep
most of its nuclear fleet running. But a recent federal
corruption probe could hinder Exelon's efforts in Illinois
where Exelon is seeking subsidies for the four nuclear
facilities not receiving zero emissions credits in the state.

Exelon's growth engine is its regulated gas and electric
distribution utilities. We expect Exelon's regulated
electric and gas distribution utilities to drive all of our
earnings growth through 2024. The segment's four-year
$26 billion capital investment plan, which is up $2 billion
from Exelon's last plan, supports 7.3% rate base growth
and 6% to 8% utility earnings growth.

Returns at Pepco remain low, but management has been
working diligently to improve returns through rate cases
and regulatory reform. Consolidated returns improved to
10% at the end of 2019, up 40 basis points from 2018.
Low interest rates pose a headwind to returns in Illinois,
which are tied to the 30-year U.S. Treasury rates.

At its nuclear unit, Exelon can't escape its leverage to
Eastern and Midwestern U.S. power prices. Nuclear's low
fuel costs and clean emission profile make Exelon the
utilities sector's biggest winner if power prices rise,
capacity markets tighten, and environmental regulations
make fossil-fuel power generation more costly.

Exelon's merchant generation continues to be our main
concern and the reason we value Exelon at a discount to
peer regulated utilities. As a result of weak forward power
prices and low volatility, Exelon's management recently
cut its new wholesale business expectations by $100
million. While we think management can attain the
additional targeted operating savings to offset the loss,

Important Disclosure:
 The conduct of Morningstar’s analysts is governed by Code of Ethics/Code of Conduct Policy, Personal Security Trading Policy (or an equivalent of),
and Investment Research Policy. For information regarding conflicts of interest, please visit  http://global.morningstar.com/equitydisclosures

Exelon's Regulated Utilities Continue to Drive Growth

Bulls Say 

ONuclear power plants run year-round, produce
electricity at low variable costs, and generate large
energy margins, even with currently depressed
power prices.

OHigher natural gas and coal prices, rising
electricity demand, and environmental regulations
help Exelon more than any other utility because of its
large nuclear fleet.

OExelon's regulated utilities have good growth
opportunities and regulation that can support
earnings and dividend growth.

Bears Say 

OExelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

OMany of Exelon's growth projects come with
regulated or contracted returns, reducing shareholders'
upside if power market fundamentals improve.

OAs with all regulated utilities, rising interest rates
will raise financing costs and could make the dividend
less attractive for income investors.

Morningstar Pillars Analyst Quantitative

Economic Moat Narrow Narrow
Valuation QQQQ Undervalued
Uncertainty Medium Medium
Financial Health — Moderate

Current 5-Yr Avg Sector Country

Price/Quant Fair Value 0.87 1.01 0.89 0.83
Price/Earnings 13.2 17.2 14.8 20.1
Forward P/E 12.6 — 13.7 13.9
Price/Cash Flow 5.8 4.8 6.5 13.1
Price/Free Cash Flow — 403.0 13.1 19.5
Trailing Dividend Yield% 3.69 3.52 3.68 2.35

it highlights the difficult operating environment.

Analyst Note 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.

Source: Morningstar Equity Research

Source: Morningstar

Undervalued Fairly Valued Overvalued

Quantitative Valuation

fUSA

EXC

Morningstar Equity Analyst Report  | Report as of 12 Mar 2020 10:42, UTC | Page 1 of 13

Exelon Corp   EXC   (XNAS)
Morningstar Rating Last Price Fair Value Estimate Price/Fair Value Trailing Dividend Yield % Forward Dividend Yield % Market Cap (Bil) Industry Stewardship

12 Mar 2020
21:50, UTC

12 Mar 2020 13 Feb 2020
20:22, UTC

12 Mar 2020 12 Mar 2020 12 Mar 2020
QQQQ 35.27 USD 44.00 USD 0.80 3.69 4.34 34.36 Utilities - Diversified Standard
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Regulators also approved a constructive settlement at
utility BGE.

Economic Moat 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

Considering Exelon's full suite of businesses, we think the
firm has a narrow economic moat.

Most nuclear generation still has moaty characteristics,
with returns on capital above costs of capital for the
foreseeable future. However, the spread between
long-term returns on capital and Exelon's cost of capital
has shrunk, based on our midcycle outlook for power
prices in the Eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses,
together with the shrinking returns at its nuclear
generation business, supports our narrow moat rating.

Nuclear generation's moaty economics are based on two
primary competitive advantages. First, nuclear plants take
more than seven years to site and build, cost several billion
dollars, and typically face community opposition. These
are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.

Second, no other reliable power generation source can
match the scale of a nuclear plant. Nuclear plants' low
variable costs and low greenhouse gas emissions relative
to competing fossil fuel power generation sources, such
as coal and natural gas. Renewable energy, with
effectively no marginal costs, has depressed wholesale
power prices and hurt Exelon's returns on capital in some
of its regions. We believe this is a market distortion that
fails to recognize the value of Exelon's nuclear fleet
reliability relative to intermittent renewable energy. State
policy and legislation particularly in Illinois, New Jersey
and New York have recognized some of that
zero-emissions power from nuclear plants.

Close Competitors Currency (Mil) Market Cap TTM Sales Operating Margin TTM/PE

Public Service Enterprise Group Inc PEG USD 22,524 10,076 23.27 13.39

FirstEnergy Corp FE USD 20,828 11,035 16.64 23.04

Entergy Corp ETR USD 20,300 10,879 15.45 16.13

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
greater than their costs of capital in the long run.

We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs, or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Fair Value & Profit Drivers 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

We are increasing our fair value estimate to $44 per share
from $43 after incorporating 2019 earnings that were in
line with our expectations. Our increase incorporates an
improved outlook in 2020, more capital spending at the
regulated utilities, and time-value appreciation since our
last update. This was partially offset by weak power
forward prices depressing nonutility margins.

We expect earnings growth at the regulated utilities to be
in line with our 7% average annual rate base growth
outlook in 2020-24. We assume the regulated utilities earn
10% returns on equity. Lower gross margins at the
merchant generation business will negate most of this
growth on a consolidated basis.

On a midcycle basis, we assume a $2.80 per million Btu
midcycle Henry Hub gas price and modest market heat
rate improvement above current 2020 forwards in all
regions.

At the retail business, we assume 20% long-term
normalized gross margins and modest volume growth.

We assume a 9% cost of equity and a 7.0% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return that we expect investors to demand of a
diversified equity portfolio. A 2.25% long-term inflation
outlook underpins our capital cost assumptions.

Morningstar Equity Analyst Report |Page 2 of 13

Exelon Corp   EXC   (XNAS)
Morningstar Rating Last Price Fair Value Estimate Price/Fair Value Trailing Dividend Yield % Forward Dividend Yield % Market Cap (Bil) Industry Stewardship

12 Mar 2020
21:50, UTC

12 Mar 2020 13 Feb 2020
20:22, UTC

12 Mar 2020 12 Mar 2020 12 Mar 2020
QQQQ 35.27 USD 44.00 USD 0.80 3.69 4.34 34.36 Utilities - Diversified Standard

© Morningstar 2020. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute investment advice; are provided
solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without notice. Except as otherwise required by law, Morningstar shall
not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any
manner, without the prior written consent of Morningstar. Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to, Morningstar Research Services LLC, registered with and governed by the U.S. Securities and Exchange Commission. To order
reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important disclosures at the end of this report.

?
124

Attachment SDR-ROR-10(e)
124 of 559



Risk & Uncertainty 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

Investors should consider turning their attention away
from power markets and more toward regulatory
developments in Illinois, Pennsylvania, and the
Mid-Atlantic coastal states.

As Exelon's regulated utilities generate a greater share
of earnings, shareholders' returns will be more exposed
to state and federal regulatory risk. Illinois and Maryland
are two historically tough regulatory environments, and
punitive rate decisions could have a material impact on
earnings and growth. However, Exelon has done a solid
job developing good regulatory relationships that mitigate
some of this risk. We expect Exelon will be able to
maintain solid returns at its regulated utilities.

Exelon's biggest threat used to be political developments
that would reregulate competitive electricity markets in
the Midwest and Mid-Atlantic. As the nation's largest
wholesale generator and retail supplier, Exelon
Generation's competitive edge requires Eastern U.S.
power markets to remain deregulated. However, Exelon's
political savvy, particularly in Illinois, New York, and New
Jersey, now limits the impact from volatile power markets
on earnings and long-term value. We expect most of the
subsidized nuclear fleet is earning returns in the range of
what might be available in a fully regulated scheme.

Exelon still has a net long position in the power markets,
so increases in power prices would result in an earnings
windfall for its generation fleet. This could reverse the
current outlook, leading Exelon to pull back its lobbying
efforts while drawing reregulation rhetoric from
regulators and politicians. Exelon previously suffered from
politically inspired power price caps that limited its profits
for several years following deregulation. We think the
now-mature deregulated markets make this unlikely, but
regulators remain highly involved in power markets, and
any regulatory changes will probably have a material
positive or negative impact on Exelon, given its size.

Stewardship 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

We assign Exelon's management a Standard stewardship
rating. The company has done a notable job reducing its
exposure to commodity markets, which it can't control,
and focusing on regulated business lines where it can
control how earnings develop.

We're particularly impressed by management's ability to
operate its nuclear fleet at world-class levels. We're also
impressed by management's political lobbying
success--particularly in New York, Illinois, and New
Jersey--to extend the lives of its distressed nuclear plants.
Management now is lobbying to receive subsidies for the
remainder of its nuclear fleet in Illinois.

Management has also been able to score legislative wins
that should improve the regulatory environment in
Delaware and Pennsylvania. In Delaware, legislators
approved a distribution customer charge that will allow
for more timely recovery and support further infrastructure
development. In Pennsylvania, legislation will allow state
regulators to incorporate more constructive rate
mechanisms, such as decoupling, formula rates, and
multiyear rate plans and rate cases.

However, our concerns about management stewardship
has increased with ComEd's involvement in the federal
corruption probe related to state senators' conduct and
ComEd's lobbying. The concern was heightened when
Anne Pramaggiore, who before being CEO of all Exelon's
utilities was president of ComEd, abruptly resigned.
During her tenure, she played a key role in lobbying for
state regulatory changes, among them the 2011 smart grid
modernization legislature. We remain concerned about
Exelon's exposure to both political and regulatory damage
from the probe.

CEO Chris Crane and board chairman Mayo Shattuck III
have focused growth investment on the regulated utilities,
continuing a strategic shift that former CEO and chairman
John Rowe made before his departure in 2013. Crane's
biggest move so far is the $12 billion (including debt) Pepco
acquisition, which closed in 2016. This increases Exelon's
share of regulated utilities earnings and dilutes
shareholders' aggregate exposure to wholesale power
markets. Management showed strong conviction in the
value of the deal based on nearly two years of regulatory
negotiations.
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Analyst Notes Archive

Exelon Utilities: Abrupt Executive Departure Turns
Investor Focus to Federal Probe
Andrew Bischof, Sr. Eq. Analyst, 16 October 2019

We are reaffirming our $43 fair value estimate, narrow
moat and stable moat trend ratings, and medium
uncertainty for Exelon after the CEO of its utilities
business, Anne Pramaggiore, abruptly resigned Oct. 15.
Replacing Pramaggiore on an interim basis is Calvin Butler
Jr, current CEO of Exelon subsidiary Baltimore Gas &
Electric.

Little information was disclosed as to the reason for the
departure, other than Pramaggiore's resignation was
effective immediately. However, the resignation comes
less than a week after Exelon disclosed that it was the
focus of a federal corruption probe into state senator
Martin Sandoval and had set up a committee of
independent directors to oversee Exelon's dealings with
the federal probe. A prior search warrant noted agents
were seeking information about four Exelon officials,
which press reports included Pramaggiore, relating to but
not limited to ComEd's rate increases.

Before being promoted to her role as CEO of Exelon's
utilities unit, Pramaggiore was the president of Illinois
utility ComEd, which is at the center of the probe. During
her tenure, she played a key role in lobbying for key
regulatory changes in the state, among them the 2011
smart-grid law that supported nearly $3 billion in grid
modernization capital investments. Pramaggiore's abrupt
departure suggests her resignation was due to her time
at ComEd.

Two things concern us about Pramaggiore's departure.
First, Exelon's exposure to both political and regulatory
damage from the federal corruption probe may be higher
than previously believed and could be a huge setback
given the recent improvement in Illinois' regulatory
environment. It also comes at a time when Exelon is
working to improve regulation and returns in the
Northeast. Second, we believe Pramaggiore was the
frontrunner to succeed current CEO Chris Crane, requiring
the management team and board to quickly recalibrate its
succession planning.

Exelon's Illinois Concerns Overshadow Third-

Quarter Earnings
Andrew Bischof, Sr. Eq. Analyst, 31 October 2019

We are reaffirming our $43 fair value estimate and our
narrow moat and stable moat trend ratings for Exelon after
the company announced adjusted third-quarter earnings
per share of $0.92, up from $0.88 per share in the same
year-ago period. Management narrowed 2019 earnings
guidance range to $3.05 to $3.20 from the prior $3.00 to
$3.30.

Investor concerns remain about the unknown
consequences of the federal corruption probe into Illinois
state senators and lobbying by Exelon's ComEd utility. The
concern was heightened when Anne Pramaggiore, who
before being CEO of all Exelon's utilities was president of
ComEd, abruptly resigned. During her tenure, she played
a key role in lobbying for key regulatory changes in the
state.

We remain concerned about Exelon's exposure to both
political and regulatory damage from the probe, which
could be a setback given the recent improvement in Illinois'
regulatory environment. Additionally, it could threaten
Exelon's ability to achieve state subsides for its four
nuclear generation units currently not receiving nuclear
subsidies.

Our other concern remains the company's merchant
generation business. Due to weak forward power prices
and low volatility, Exelon cut its new wholesale business
expectations by $100 million. While we think management
can reach its operating cost savings target to offset the
loss and result in no fair value impact, it highlights Exelon
Generation's difficult operating environment. Management
remains less hedged than at this same point in prior years,
increasing the risk where we see little reprieve from low
power prices.

Exelon's regulated business continues to show
improvements particularly in the Northeast where returns
on equity improved to 9.4% from 9.1% in the second
quarter. Low interest rates pose a headwind to returns in
Illinois, where returns are tied to the 30-year U.S. Treasury
rates that have continued to fall.

Exelon Initiates Supportive 2020 Guidance;
Increases Capital Investment Program
Andrew Bischof, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
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moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.
Regulators also approved a constructive settlement at
utility BGE.
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Company Profile
Exelon serves more customers than any other U.S. utility, with
10 million power and gas customers at its six regulated
utilities in Illinois, Pennsylvania, Maryland, New Jersey,
Delaware, and Washington, D.C. Exelon owns approximately
32 gigawatts of generation capacity throughout North
America.

Quantitative Scores Scores

All Rel Sector Rel Country

Quantitative Moat Narrow 96 95 93
Valuation Undervalued 15 33 16
Quantitative Uncertainty Medium 99 95 98
Financial Health Moderate 72 55 72

Source: Morningstar Equity Research

fUSA

EXC

 Undervalued  Fairly Valued Overvalued 

Valuation
Current 5-Yr Avg

Sector
Median

Country
Median

Price/Quant Fair Value 0.87 1.01 0.89 0.83
Price/Earnings 13.2 17.2 14.8 20.1
Forward P/E 12.6 — 13.7 13.9
Price/Cash Flow 5.8 4.8 6.5 13.1
Price/Free Cash Flow — 403.0 13.1 19.5
Trailing Dividend Yield % 3.69 3.52 3.68 2.35
Price/Book 1.2 1.3 1.4 2.4
Price/Sales 1.1 1.1 1.4 2.4

Profitability
Current 5-Yr Avg

Sector
Median

Country
Median

Return on Equity % 9.3 8.6 9.8 12.9
Return on Assets % 2.4 2.2 3.3 5.2
Revenue/Employee (Mil) 1.1 1.0 1.3 0.3

Financial Health
Current 5-Yr Avg

Sector
Median

Country
Median

Distance to Default 0.6 0.6 0.6 0.5
Solvency Score — — 584.9 552.4
Assets/Equity 3.9 4.0 2.6 1.7
Long-Term Debt/Equity 1.0 1.1 0.7 0.4

Price vs. Quantitative Fair Value

14

28

42

56

70

2016 2017 2018 2019 2020 2021 Quantitative Fair Value Estimate
Total Return
Sales/Share
Forecast Range
Forcasted Price
Dividend
Split

Momentum: Negative
Standard Deviation: 14.34
Liquidity: High

34.43 52-Wk 51.18

25.09 5-Yr 51.18

32.4 14.7 17.9 4.3 -21.8 Total Return %
19.9 -6.7 23.0 -26.9 -6.3 +/– Market (Morningstar US Index)
3.56 3.32 3.06 3.18 3.69 Trailing Dividend Yield %
3.58 3.32 3.06 3.18 3.84 Forward Dividend Yield %
26.9 17.7 11.7 19.2 13.2 Price/Earnings

1.1 1.1 1.2 1.3 1.1 Price/Revenue

Morningstar RatingQ

Q
QQ
QQQ
QQQQ
QQQQQ

2015 2016 2017 2018 2019 TTM Financials (Fiscal Year in Mil)
29,447 31,360 33,531 35,985 34,438 34,438 Revenue

7.4 6.5 6.9 7.3 -4.3 0.0  % Change

4,391 3,160 3,811 3,842 4,342 4,342 Operating Income
83.7 -28.0 20.6 0.8 13.0 0.0  % Change

2,269 1,134 3,770 2,010 2,936 2,936 Net Income

7,616 8,445 7,480 8,644 6,659 6,659 Operating Cash Flow
-7,624 -8,553 -7,584 -7,594 -7,248 -7,248 Capital Spending

-8 -108 -104 1,050 -589 -589 Free Cash Flow
0.0 -0.3 -0.3 2.9 -1.7 -1.7  % Sales

2.54 1.22 3.97 2.07 3.01 3.01 EPS
35.1 -52.0 225.4 -47.9 45.4 0.0  % Change

-1.04 0.82 -1.05 0.99 0.01 -0.60 Free Cash Flow/Share

1.24 1.26 1.31 1.38 1.45 1.45 Dividends/Share
28.01 28.17 29.18 32.05 32.91 33.07 Book Value/Share

920,000 924,000 963,000 968,000 973,000 974,320 Shares Outstanding (K)

Profitability
9.4 4.4 13.5 6.6 9.3 9.3 Return on Equity %
2.5 1.1 3.3 1.7 2.4 2.4 Return on Assets %
7.7 3.6 11.2 5.6 8.5 8.5 Net Margin %

0.32 0.30 0.29 0.30 0.28 0.28 Asset Turnover
3.7 4.4 3.9 3.9 3.9 3.9 Financial Leverage

27.3 27.7 27.9 27.7 30.0 30.0 Gross Margin %
14.9 10.1 11.4 10.7 12.6 12.6 Operating Margin %

24,286 32,216 32,565 34,465 31,719 31,719 Long-Term Debt

25,793 25,837 29,857 30,764 32,224 32,224 Total Equity
0.5 0.5 0.5 0.5 0.4 0.4 Fixed Asset Turns

Growth Per Share
1-Year 3-Year 5-Year 10-Year

Revenue % -4.3 3.2 4.7 7.1
Operating Income % 13.2 10.0 12.7 -0.9
Earnings % 45.4 35.5 9.9 -3.0
Dividends % 5.1 4.7 3.2 -3.6
Book Value % 4.3 5.8 4.7 5.6
Stock Total Return % -25.7 3.1 5.1 1.4

Quarterly Revenue & EPS
Revenue (Mil) Mar Jun Sep Dec Total
2019 9,477.0 7,689.0 8,929.0 8,342.0 34,438.0
2018 9,693.0 8,076.0 9,403.0 8,815.0 35,985.0
2017 8,757.0 7,623.0 8,769.0 8,382.0 33,531.0
2016 7,573.0 6,910.0 9,002.0 7,874.0 31,360.0
Earnings Per Share ()
2019 0.93 0.50 0.79 0.79 3.01
2018 0.60 0.56 0.76 0.16 2.07
2017 1.07 0.09 0.85 1.94 3.97
2016 0.19 0.29 0.53 0.22 1.22

Revenue Growth Year On Year %

6.5

10.7

5.9
7.2

5.2

-2.2
-4.8 -5.0 -5.4

2017 2018 2019

Quantitative Equity Report | Release: 12 Mar 2020, 17:42 UTC | Reporting Currency: USD | Trading Currency: USD | Exchange:XNAS

© Morningstar 2020. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and
opinions presented herein do not constitute investment advice; are provided solely for informational purposes and therefore is not an offer to buy or sell a security; are not warranted to be correct, complete or accurate; and
are subject to change without notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data,
analyses or opinions or their use. The information herein may not be reproduced, in any manner without the prior written consent of Morningstar. Please see important disclosures at the end of this report.

ß
®

Page 1 of 1Page 6 of 13

128

Attachment SDR-ROR-10(e)
128 of 559



Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

Morningstar Research Methodology for Valuing Companies 
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Research Methodology for Valuing Companies 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  

 

Quantitative Equity Reports Overview 

The quantitative report on equities consists of data, 

statistics and quantitative equity ratings on equity 

securities. Morningstar, Inc.'s quantitative equity ratings are 

forward looking and are generated by a statistical model 

that is based on Morningstar Inc.'s analyst-driven equity 

ratings and quantitative statistics. Given the nature of the 

quantitative report and the quantitative ratings, there is no 

one analyst in which a given report is attributed to; 

however, Mr. Lee Davidson, Head of Quantitative Research 

for Morningstar, Inc., is responsible for overseeing the 

methodology that supports the quantitative equity ratings 

used in this report. As an employee of Morningstar, Inc., 

Mr. Davidson is guided by Morningstar, Inc.'s Code of Ethics 

and Personal Securities Trading Policy in carrying out his 

responsibilities. 

 

Quantitative Equity Ratings 

Morningstar's quantitative equity ratings consist of: 

(i)  Quantitative Fair Value Estimate  

(ii)  Quantitative Star Rating 

(iii)  Quantitative Uncertainty  

(iv)  Quantitative Economic Moat  

(v)  Quantitative Financial Health  

(collectively the "Quantitative Ratings"). 

 

The Quantitative Ratings are calculated daily and derived 

from the analyst-driven ratings of a company's peers as 

determined by statistical algorithms. Morningstar, Inc. 

("“Morningstar," "we," "our") calculates Quantitative 

Ratings for companies whether it already provides analyst 

ratings and qualitative coverage. In some cases, the 

Quantitative Ratings may differ from the analyst ratings 

because a company's analyst-driven ratings can 

significantly differ from other companies in its peer group. 

 

Quantitative Fair Value Estimate: Intended to represent 

Morningstar's estimate of the per share dollar amount that 

a company's equity is worth today. Morningstar calculates 

the quantitative fair value estimate using a statistical model 

derived from the fair value estimate Morningstar's equity 

analysts assign to companies. Please go to 

https://shareholders.morningstar.com for information about 

fair value estimates Morningstar's equity analysts assign to 

companies. 

 

Quantitative Economic Moat: Intended to describe the 

strength of a firm's competitive position. It is calculated 

using an algorithm designed to predict the Economic Moat 

rating a Morningstar analyst would assign to the stock. The 

rating is expressed as Narrow, Wide, or None. 

 

× Narrow: assigned when the probability of a stock 

receiving a "Wide Moat" rating by an analyst is greater 

than 70% but less than 99%.  

× Wide: assigned when the probability of a stock receiving 

a "Wide Moat" rating by an analyst is greater than 99%. 

× None: assigned when the probability of an analyst 

receiving a "Wide Moat" rating by an analyst is less than 

70%. 

 

Quantitative Star Rating: Intended to be the summary 

rating based on the combination of our Quantitative Fair 

Value Estimate, current market price, and the Quantitative 

Uncertainty Rating. The rating is expressed as 1-Star, 2-Star, 

3-Star, 4-Star, and 5-Star. 

 

Q: the stock is overvalued with a reasonable margin of 

safety.  

Log (Quant FVE/Price)<–1*Quantitative Uncertainty 

 

QQ: the stock is somewhat overvalued.  

Log (Quant FVE/Price) between (–1*Quantitative 

Uncertainty, –0.5*Quantitative Uncertainty) 

 

QQQ: the stock is approximately fairly valued.  

Log (Quant FVE/Price) between (–0.5*Quantitative 

Uncertainty, 0.5*Quantitative Uncertainty) 

 

QQQQ: the stock is somewhat undervalued.  

Log (Quant FVE/Price) between (0.5*Quantitative 

Uncertainty, 1*Quantitative Uncertainty) 

 

QQQQQ: the stock is undervalued with a reasonable 

margin of safety. Log (Quant FVE/Price) >1*Quantitative 

Uncertainty 

 

Quantitative Uncertainty: Intended to represent 

Morningstar's level of uncertainty about the accuracy of the 

quantitative fair value estimate. Generally, the lower the 

quantitative Uncertainty, the narrower the potential range 

of outcomes for that particular company. The rating is 

expressed as Low, Medium, High, Very High, and Extreme. 

 

× Low: the interquartile range for possible fair values is less 

than 10%. 

× Medium: the interquartile range for possible fair values is 

less than 15% but greater than 10%. 

× High: the interquartile range for possible fair values is 

less than 35% but greater than 15%. 

× Very High: the interquartile range for possible fair values 

is less than 80% but greater than 35%. 

× Extreme: the interquartile range for possible fair values is 

greater than 80%. 

 

Quantitative Financial Health: Intended to reflect the 

probability that a firm will face financial distress in the near 

future. The calculation uses a predictive model designed to 

anticipate when a company may default on its financial 

obligations. The rating is expressed as Weak, Moderate, 

and Strong. 

 

× Weak: assigned when Quantitative Financial Health <0.2 

× Moderate: assigned when Quantitative Financial Health 

is between 0.2 and 0.7 

× Strong: assigned when Quantitative Financial Health >0.7 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Close: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security.  

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

This Report has not been made available to the issuer of the 

security prior to publication. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. 

 

The quantitative equity ratings are not statements of fact. 

Morningstar does not guarantee the completeness or 

accuracy of the assumptions or models used in determining 

the quantitative equity ratings. In addition, there is the risk 

that the price target will not be met due to such things as 

unforeseen changes in demand for the company's products, 

changes in management, technology, economic 

development, interest rate development, operating and/or 

material costs, competitive pressure, supervisory law, 

exchange rate, and tax rate. For investments in foreign 

markets there are further risks, generally based on 

exchange rate changes or changes in political and social 

conditions. 

  

A change in the fundamental factors underlying the 

quantitative equity ratings can mean that the valuation is 

subsequently no longer accurate.  

 

For more information about Morningstar's quantitative 

methodology, please visit 

http://global.morningstar.com/equitydisclosures. 
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General Disclosure
The analysis within this report is prepared by the person
(s) noted in their capacity as an analyst for Morningstar’s
equity research group. The equity research group
consists of various Morningstar, Inc. subsidiaries
(“Equity Research Group)”. In the United States, that
subsidiary is Morningstar Research Services LLC, which
is registered with and governed by the U.S. Securities
and Exchange Commission.

The opinions expressed within the report are given in
good faith, are as of the date of the report and are
subject to change without notice. Neither the analyst
nor Equity Research Group commits themselves in
advance to whether and in which intervals updates to
the report are expected to be made. The written analysis
and Morningstar Star Rating for stocks are statements
of opinions; they are not statements of fact.

The Equity Research Group believes its analysts make
a reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources
believed to be reliable such as, for example, the
company’s financial statements filed with a regulator,
company website, Bloomberg and any other the
relevant press sources. Only the information obtained
from such sources is made available to the issuer who
is the subject of the analysis, which is necessary to
properly reconcile with the facts. Should this sharing of
information result in considerable changes, a statement
of that fact will be noted within the report. While the
Equity Research Group has obtained data, statistics and
information from sources it believes to be reliable,
neither the Equity Research Group nor Morningstar, Inc.
performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

General Quantitative Disclosure
The Quantitative Equity Report (“Report”) is derived
from data, statistics and information within
Morningstar, Inc.’s database as of the date of the Report
and is subject to change without notice. The Report is
for informational purposes only, intended for financial
professionals and/or sophisticated investors (“Users”)
and should not be the sole piece of information used by
such Users or their clients in making an investment
decision. The quantitative equity ratings noted the
Report are provided in good faith, are as of the date of

the Report and are subject to change. While
Morningstar has obtained data, statistics and
information from sources it believes to be reliable,
Morningstar does not perform an audit or seeks
independent verification of any of the data, statistics,
and information it receives.

The quantitative equity ratings are not a market call,
and do not replace the User or User’s clients from
conducting their own due-diligence on the security. The
quantitative equity rating is not a suitability
assessment; such assessments take into account may
factors including a person’s investment objective,
personal and financial situation, and risk tolerance all
of which are factors the quantitative equity rating
statistical model does not and did not consider.

Prices noted with the Report are the closing prices on
the last stock-market trading day before the publication
date stated, unless another point in time is explicitly
stated.

General Disclosure (applicable to both Quantitative
and Qualitative Research)
Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the
country in which the Morningstar distributor is based.
Unless stated otherwise, the original distributor of the
report is Morningstar Research Services LLC, a U.S.A.
domiciled financial institution.

This report is for informational purposes only and has
no regard to the specific investment objectives,

financial situation or particular needs of any specific
recipient. This publication is intended to provide
information to assist institutional investors in making
their own investment decisions, not to provide
investment advice to any specific investor. Therefore,
investments discussed and recommendations made
herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to
the suitability of such investments and recommendations
in the light of their own investment objectives,
experience, taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct,
complete or timely. Unless otherwise provided in a
separate agreement, neither Morningstar, Inc. or the
Equity Research Group represents that the report
contents meet all of the presentation and/or disclosure
standards applicable in the jurisdiction the recipient is
located.

Except as otherwise required by law or provided for in
a separate agreement, the analyst, Morningstar, Inc.
and the Equity Research Group and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions within the report. The Equity
Research Group encourages recipients of this report to
read all relevant issue documents (e.g., prospectus)
pertaining to the security concerned, including without
limitation, information relevant to its investment
objectives, risks, and costs before making an
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investment decision and when deemed necessary, to
seek the advice of a legal, tax, and/or accounting
professional.

The Report and its contents are not directed to, or
intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be
contrary to law or regulation or which would subject
Morningstar, Inc. or its affiliates to any registration or
licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between
the English and translated versions of the report, the
English version will control and supersede any
ambiguities associated with any part or section of a
report that has been issued in a foreign language.
Neither the analyst, Morningstar, Inc., or the Equity
Research Group guarantees the accuracy of the
translations.

This report may be distributed in certain localities,
countries and/or jurisdictions (“Territories”) by
independent third parties or independent intermediaries
and/or distributors (“Distributors”). Such Distributors
are not acting as agents or representatives of the
analyst, Morningstar, Inc. or the Equity Research Group.
In Territories where a Distributor distributes our report,
the Distributor is solely responsible for complying with
all applicable regulations, laws, rules, circulars, codes
and guidelines established by local and/or regional
regulatory bodies, including laws in connection with the
distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to
the security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the
security subject of this investment research report that
exceeds 0.5% of the total issued share capital of the
security. To determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.

• Analysts' compensation is derived from Morningstar,
Inc.'s overall earnings and consists of salary, bonus and
in some cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research
Group receives commissions for providing research nor
do they charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research
Group is a market maker or a liquidity provider of the
security noted within this report.

• Neither Morningstar, Inc. or the Equity Research
Group has been a lead manager or co-lead manager
over the previous 12-months of any publicly disclosed
offer of financial instruments of the issuer.

• Morningstar, Inc.’s investment management group
does have arrangements with financial institutions to
provide portfolio management/investment advice some
of which an analyst may issue investment research
reports on. However, analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.

• Morningstar, Inc. is a publically traded company
(Ticker Symbol:  MORN) and thus a financial institution
the security of which is the subject of this report may
own more than 5% of Morningstar, Inc.’s total
outstanding shares. Please access Morningstar, Inc.’s
proxy statement, “Security Ownership of Certain
Beneficial Owners and Management” section https:
//shareholders.morningstar.com/investor-relations/fin
ancials/sec-filings/default.aspx

• Morningstar, Inc.  may provide the product issuer or
its related entities with services or products for a fee
and on an arms’ length basis including software
products and licenses, research and consulting
services, data services, licenses to republish our ratings
and research in their promotional material, event
sponsorship and website advertising.

Further information on Morningstar, Inc.'s conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures. Also, please note analysts
are subject to the CFA Institute’s Code of Ethics and
Standards of Professional Conduct.

For a list of securities which the Equity Research Group

currently covers and provides written analysis on
please contact your local Morningstar office. In
addition, for historical analysis of securities covered,
including their fair value estimate, please contact your
local office.

For Recipients in Australia: This Report has been
issued and distributed in Australia by Morningstar
Australasia Pty Ltd (ABN:  95 090 665 544; ASFL:
240892). Morningstar Australasia Pty Ltd is the provider
of the general advice (‘the Service’) and takes
responsibility for the production of this report. The
Service is provided through the research of investment
products. To the extent the Report contains general
advice it has been prepared without reference to an
investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these
matters and, if applicable, the relevant Product
Disclosure Statement before making any decision to
invest. Refer to our Financial Services Guide (FSG) for
more information at http://www.morningstar.com.au/fsg.pdf
.

For Recipients in Canada: This research is not
prepared subject to Canadian disclosure requirements.

For Recipients in Hong Kong: The Report is
distributed by Morningstar Investment Management
Asia Limited, which is regulated by the Hong Kong
Securities and Futures Commission to provide services
to professional investors only. Neither Morningstar
Investment Management Asia Limited, nor its
representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed
Representative at http://global.morningstar.com/equi
tydisclosures .

For Recipients in India: This Investment Research is
issued by Morningstar Investment Adviser India Private
Limited.  Morningstar Investment Adviser India Private
Limited is registered with the Securities and Exchange
Board of India (Registration number INA000001357)
and provides investment advice and research.
Morningstar Investment Adviser India Private Limited
has not been the subject of any disciplinary action by
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Market Cap (USD Mil) 34,364

52-Week High (USD) 51.18

52-Week Low (USD) 34.42

52-Week Total Return % -25.7

YTD Total Return % -21.8

Last Fiscal Year End 31 Dec 2019

5-Yr Forward Revenue CAGR % 0.2

5-Yr Forward EPS CAGR % 4.1

Price/Fair Value 0.80

2018 2019 2020(E) 2021(E)

Price/Earnings 16.8 14.2 11.0 11.9
EV/EBITDA 9.5 9.4 7.7 8.1
EV/EBIT 20.1 18.7 14.5 16.2
Free Cash Flow Yield % 2.4 -1.3 4.1 1.8
Dividend Yield % 3.1 3.2 4.3 4.5

2018 2019 2020(E) 2021(E)

Revenue 35,985 34,348 31,418 31,722

Revenue YoY % 7.3 -4.6 -8.5 1.0

EBIT 3,898 4,284 4,928 4,418

EBIT YoY % -8.5 9.9 15.0 -10.4

Net Income, Adjusted 2,597 3,136 3,125 2,895

Net Income YoY % 2.1 20.8 -0.4 -7.4

Diluted EPS 2.68 3.22 3.21 2.97

Diluted EPS YoY % — 20.2 -0.4 -7.5

Free Cash Flow 2,338 -330 2,121 1,307

Free Cash Flow YoY % NM -114.1 -742.2 -38.4

Exelon's Regulated Utilities Continue to Drive Growth
Updated Forecasts and Estimates from 13 Feb 2020

Andrew Bischof, CFA, CPA
Senior Equity Analyst
Morningstar

Important Disclosure

The conduct of Morningstar’s analysts is
governed by Code of Ethics/Code of Conduct
Policy, Personal Security Trading Policy (or
an equivalent of), and Investment Research
Policy. For information regarding conflicts
of interest, visit 

Research as of 13 Feb 2020
Estimates as of 13 Feb 2020
Pricing data through 12 Mar 2020 00:00
Rating updated as of 12 Mar 2020 00:00

Business Strategy and Outlook 13 Feb 2020

As the largest nuclear power plant owner in the United States,

Exelon has suffered as low natural gas prices have slashed power

prices since 2008. We think cheap gas will remain an advantage

for competing generators and pressure nuclear plant returns for

the foreseeable future.

But Exelon has shown its political clout, winning price subsidies

in Illinois, New York, and New Jersey to keep most of its nuclear

fleet running. But a recent federal corruption probe could hinder

Exelon's efforts in Illinois where Exelon is seeking subsidies for

the four nuclear facilities not receiving zero emissions credits in

the state.

Exelon's growth engine is its regulated gas and electric distribution

utilities. We expect Exelon's regulated electric and gas distribution

utilities to drive all of our earnings growth through 2024. The

segment's four-year $26 billion capital investment plan, which is

up $2 billion from Exelon's last plan, supports 7.3% rate base

growth and 6% to 8% utility earnings growth.

Returns at Pepco remain low, but management has been working

diligently to improve returns through rate cases and regulatory

reform. Consolidated returns improved to 10% at the end of 2019,

up 40 basis points from 2018. Low interest rates pose a headwind

to returns in Illinois, which are tied to the 30-year U.S. Treasury

rates.

At its nuclear unit, Exelon can't escape its leverage to Eastern and

Midwestern U.S. power prices. Nuclear's low fuel costs and clean

emission profile make Exelon the utilities sector's biggest winner

if power prices rise, capacity markets tighten, and environmental

regulations make fossil-fuel power generation more costly.

Exelon's merchant generation continues to be our main concern

and the reason we value Exelon at a discount to peer regulated

utilities. As a result of weak forward power prices and low volatility,

Exelon's management recently cut its new wholesale business

expectations by $100 million. While we think management can

attain the additional targeted operating savings to offset the loss,

Exelon serves more customers than any other U.S. utility, with 10 million
power and gas customers at its six regulated utilities in Illinois,
Pennsylvania, Maryland, New Jersey, Delaware, and Washington, D.C.
Exelon owns approximately 32 gigawatts of generation capacity throughout
North America.

Profile

Vital Statistics

Valuation Summary and Forecasts

Financial Summary and Forecasts

The primary analyst covering this company
does not own its stock.

Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.
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Contents

Business Strategy and Outlook

Morningstar Analysis

Analyst Note

Fair Value & Profit Drivers

Scenario Analysis

Economic Moat

Moat Trend

Bulls Say/Bears Say

Financial Strength

Risk & Uncertainty

Management & Ownership

Analyst Note Archive

Additional Information

Morningstar Analyst Forecasts

Comparable Company Analysis

Methodology for Valuing Companies

Fiscal Year:

Fiscal Year:

http://global.morningstar
.com/equitydisclosures

1

-

2

2

2

3

5

6

6

8

10

-

12

16

18

Page 1

136

Attachment SDR-ROR-10(e)
136 of 559

http://global.morningstar.com/equitydisclosures
http://global.morningstar.com/equitydisclosures
http://global.morningstar.com/equitydisclosures


Morningstar Equity Research

© Morningstar 2020. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to,
Morningstar Research Services LLC, registered with and governed by the U.S. Securities and Exchange Commission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important disclosures at the end of this report.

Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

35.27 USD 44.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQQQ

Morningstar Analysis

Fair Value & Profit Drivers  13 Feb 2020

We are increasing our fair value estimate to $44 per share
from $43 after incorporating 2019 earnings that were in line
with our expectations. Our increase incorporates an
improved outlook in 2020, more capital spending at the
regulated utilities, and time-value appreciation since our
last update. This was partially offset by weak power forward
prices depressing nonutility margins.

We expect earnings growth at the regulated utilities to be
in line with our 7% average annual rate base growth outlook
in 2020-24. We assume the regulated utilities earn 10%
returns on equity. Lower gross margins at the merchant
generation business will negate most of this growth on a
consolidated basis.

On a midcycle basis, we assume a $2.80 per million Btu
midcycle Henry Hub gas price and modest market heat rate
improvement above current 2020 forwards in all regions.

At the retail business, we assume 20% long-term
normalized gross margins and modest volume growth.

We assume a 9% cost of equity and a 7.0% cost of capital.
Our cost of equity assumption is in line with the 9% rate of
return that we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Scenario Analysis

We assign a medium uncertainty rating. Exelon's
higher-than-average degree of operating leverage and
exposure to volatile power markets lead to a wider range
of outcomes in our base, high, and low scenarios than a
typical utility.

In our bull case, a $15 per megawatt-hour average increase
in our midcycle power price assumptions with no change in
retail margins results in a 30% increase in our open midcycle

EPS estimate and over a $1.5 billion change in EBITDA. In
this case, our fair value estimate would rise by $14 per share.

In our bear case, we assume power prices fall by a similar
amount, resulting in a $14 per share cut in our base-case
fair value estimate. Our fair value estimate would fall an
additional $1 per share if we reduce our assumption for the
operating efficiency and utilization of Exelon's nuclear
power plants by 4 percentage points to near the industry
average.

On a mark-to-market basis, there would be no change to our
fair value estimate or midcycle earnings estimates.

At the retail segment, every 100 basis points of long-term
normalized margin expansion generates $100 million of
pretax margin and $1 per share of value.

Economic Moat

Considering Exelon's full suite of businesses, we think the
firm has a narrow economic moat.

Most nuclear generation still has moaty characteristics,
with returns on capital above costs of capital for the
foreseeable future. However, the spread between long-term
returns on capital and Exelon's cost of capital has shrunk,
based on our midcycle outlook for power prices in the
Eastern U.S. Exelon's increasing diversification into narrow-
and no-moat businesses, together with the shrinking returns
at its nuclear generation business, supports our narrow
moat rating.

Nuclear generation's moaty economics are based on two
primary competitive advantages. First, nuclear plants take
more than seven years to site and build, cost several billion
dollars, and typically face community opposition. These are
significant barriers to entry, giving operators an effective
low-cost monopoly in a given region. Exelon's large fleet
gives it scale advantages that allow it to add capacity at its
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plants at a fraction of the cost and risk of a greenfield project.
It is unlikely a competitor would be able to earn sufficient
returns on capital by building a nuclear plant in close
proximity to any of Exelon's plants.

Second, no other reliable power generation source can
match the scale of a nuclear plant. Nuclear plants' low
variable costs and low greenhouse gas emissions relative
to competing fossil fuel power generation sources, such as
coal and natural gas. Renewable energy, with effectively no
marginal costs, has depressed wholesale power prices and
hurt Exelon's returns on capital in some of its regions. We
believe this is a market distortion that fails to recognize the
value of Exelon's nuclear fleet reliability relative to
intermittent renewable energy. State policy and legislation
particularly in Illinois, New Jersey and New York have
recognized some of that zero-emissions power from nuclear
plants.

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits offsets
the service territory monopolies and network efficient scale
advantages. Utility regulation in the U.S. aims to fix

customer rates at levels that ensure capital providers earn
fair returns on their investments while keeping customer
costs as low as possible. We believe this regulatory compact
ensures Exelon's utilities will earn greater than their costs
of capital in the long run.

We believe Exelon's retail supply business has no economic
moat. Retail power and gas markets are highly competitive
with virtually no barriers to entry, switching costs, or product
differentiation. Although customer relationships can be
sticky, retailers mostly end up competing on price.

Moat Trend

We assign Exelon a stable moat trend rating. The regulatory
environments in Illinois, Pennsylvania, and Maryland have
stabilized, allowing the company's distribution utilities to
earn more favorable returns. About 70% of the $13 billion
of rate base growth from 2019-23 will have rate trackers or
formula rates, minimizing regulatory lag. Exelon faces the
biggest challenge boosting Pepco's earned returns.

In the power markets, Exelon faces both positive and
negative trend developments. We expect returns on capital
will continue to face pressure from cheap gas moving west
and increasing renewable energy penetration. However,
environmental regulations, coal plant closures, nuclear
subsidies and capacity market changes should help returns
on capital. On balance, we think these positive and negative
dynamics offset each other.

Since the retail supply business is relatively new following
power market deregulation in the early 2000s, we're
watching to see if any company can build a sustainable
competitive advantage. Exelon and others are demonstrating
some scale and cost advantages, particularly in marketing,
customer aggregation, risk mitigation, and supply costs.

The one path we see to achieve excess returns in the supply
business is to match customer load with wholesale
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generation. As liquidity has dried up in power markets, it is
increasingly difficult and costly to hedge future expected
generation. A retail supply business can improve hedging
opportunities by reducing collateral and trading costs. This
could give a retail supplier a low-cost advantage. As the
nation's largest wholesale power generator and retail
supplier, Exelon is well positioned to take advantage of
these wholesale-retail pairing benefits.
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Bulls Say/Bears Say

Bulls Say Bears Say

ONuclear power plants run year-round, produce
electricity at low variable costs, and generate large
energy margins, even with currently depressed power
prices.

OHigher natural gas and coal prices, rising electricity
demand, and environmental regulations help Exelon
more than any other utility because of its large nuclear
fleet.

OExelon's regulated utilities have good growth
opportunities and regulation that can support earnings
and dividend growth.

OExelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

OMany of Exelon's growth projects come with regulated
or contracted returns, reducing shareholders' upside
if power market fundamentals improve.

OAs with all regulated utilities, rising interest rates will
raise financing costs and could make the dividend less
attractive for income investors.
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2020(E) 2021(E) 2022(E) 2023(E) 2024(E)

Cash and Equivalents (beginning of period) 587 1,181 844 674 738
Adjusted Available Cash Flow 3,607 2,582 2,743 3,453 5,311
Total Cash Available before Debt Service 4,194 3,764 3,587 4,127 6,048

Principal Payments -1,483 -1,626 -1,600 -2,000 -2,275
Interest Payments -1,571 -1,595 -1,619 -1,711 -1,736
Other Cash Obligations and Commitments -303 -303 -463 -464 -463
Total Cash Obligations and Commitments -3,357 -3,524 -3,682 -4,175 -4,474

USD Millions
% of

Commitments

Beginning Cash Balance 587 3.1
Sum of 5-Year Adjusted Free Cash Flow 17,696 92.1
Sum of Cash and 5-Year Cash Generation 18,283 95.2

Revolver Availability — —
Asset Adjusted Borrowings (Repayment) — —

Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments 18,283 95.2
Sum of 5-Year Cash Commitments -19,210 —

Five Year Adjusted Cash Flow Forecast (USD Mil)

Cumulative Annual Cash Flow Cushion

Cash Flow Cushion
Possible Liquidity Need

Adjusted Cash Flow Summary

Financial Strength

We see no immediate credit concerns based on current
energy market conditions. We project Exelon's consolidated
EBITDA/interest coverage will remain above 5 times and
leverage will remain around 4.0 times debt/EBITDA at least
through our five-year forecast. We think this is acceptable,
given the higher share of regulated earnings.Management
has done a good job paring down its nonutility debt. Only
about 15% of Exelon's consolidated debt is directly tied to
its generation segment. As long as power markets remain
relatively stable and Exelon maintains its investment-grade
ratings, we don't expect the company to have trouble
refinancing its near-term maturities. Continued power
market weakness could make refinancing more difficult and
stress Exelon's credit metrics.Management raised the
dividend 5% in 2019, but we think dividend growth will ease
lower as gross margins from generation weaken.

Risk & Uncertainty

Investors should consider turning their attention away from
power markets and more toward regulatory developments
in Illinois, Pennsylvania, and the Mid-Atlantic coastal
states.As Exelon's regulated utilities generate a greater
share of earnings, shareholders' returns will be more
exposed to state and federal regulatory risk. Illinois and
Maryland are two historically tough regulatory
environments, and punitive rate decisions could have a
material impact on earnings and growth. However, Exelon
has done a solid job developing good regulatory
relationships that mitigate some of this risk. We expect
Exelon will be able to maintain solid returns at its regulated
utilities.Exelon's biggest threat used to be political
developments that would reregulate competitive electricity
markets in the Midwest and Mid-Atlantic. As the nation's
largest wholesale generator and retail supplier, Exelon
Generation's competitive edge requires Eastern U.S. power
markets to remain deregulated. However, Exelon's political
savvy, particularly in Illinois, New York, and New Jersey,
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now limits the impact from volatile power markets on
earnings and long-term value. We expect most of the
subsidized nuclear fleet is earning returns in the range of
what might be available in a fully regulated scheme.Exelon
still has a net long position in the power markets, so
increases in power prices would result in an earnings
windfall for its generation fleet. This could reverse the
current outlook, leading Exelon to pull back its lobbying
efforts while drawing reregulation rhetoric from regulators
and politicians. Exelon previously suffered from politically
inspired power price caps that limited its profits for several
years following deregulation. We think the now-mature
deregulated markets make this unlikely, but regulators
remain highly involved in power markets, and any regulatory
changes will probably have a material positive or negative
impact on Exelon, given its size.
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Name Position Shares Held Report Date* InsiderActivity

MR. CHRISTOPHER M.
CRANE

CEO/Director/President,Director 437,997 27 Jan 2020 —

MR. MAYO A. SHATTUCK,
III

Director 267,649 08 Nov 2017 —

MR. WILLIAM A. VON
HOENE, JR

Chief Strategy Officer/Senior
Executive VP

191,472 27 Jan 2020 —

MR. KENNETH W.
CORNEW

CEO, Subsidiary/Other Executive
Officer/President, Subsidiary/
Senior Executive VP

87,373 27 Jan 2020 —

MR. PAYMON ALIABADI Chief Risk Officer/Executive VP 71,853 27 Jan 2020 —
MR. JOSEPH NIGRO CFO/Executive VP 58,409 27 Jan 2020 —
MR. JOHN F. YOUNG Director 36,807 15 Nov 2007 —

Top Owners
% of Shares

Held
% of Fund

Assets
Change

(k) Portfolio Date

Vanguard Total Stock Market Index Fund 2.83 0.14 162 29 Feb 2020
Vanguard US Total Market Shares ETF 2.81 0.14 60 29 Feb 2020
Vanguard 500 Index Fund 2.02 0.17 234 29 Feb 2020
Vanguard Wellingtonâ„¢ Fund 1.88 0.74 1,556 29 Feb 2020
Utilities Select Sector SPDRÂ® Fund 1.38 4.92 705 29 Feb 2020

Concentrated Holders

Vanguard Market Neutral Fund 0.01 39.39 -38 29 Feb 2020
FidelityÂ® Select Utilities Portfolio 0.29 9.70 — 29 Feb 2020
FidelityÂ® VIP Utilities Portfolio 0.06 9.57 — 29 Feb 2020
MainStay VP Fidelity Ins AM Utilts Pf 0.26 9.55 — 29 Feb 2020
Fidelity AdvisorÂ® Utilities Fund 0.16 9.44 — 29 Feb 2020

Top 5 Buyers
% of Shares

Held
% of Fund

Assets

Shares
Bought/
Sold (k) Portfolio Date

Invesco Advisers, Inc 0.98 5.97 9,385 29 Feb 2020
Pictet Asset Management Ltd 1.42 0.70 7,440 29 Feb 2020
Pictet Asset Management SA (Junked) 1.42 0.70 7,440 29 Feb 2020
Capital Research and Management Company 3.31 3.69 7,328 29 Feb 2020
Capital Research & Mgmt Co - Division 3 1.84 0.33 6,390 29 Feb 2020

Top 5 Sellers

Geode Capital Management, LLC 1.53 0.14 -109,742 29 Feb 2020
Bank of America Corp 0.49 0.03 -10,230 29 Feb 2020
Fidelity Management & Research Company 3.51 42.00 -4,877 29 Feb 2020
AQR Capital Management LLC 1.43 0.72 -4,084 29 Feb 2020
J.P. Morgan Investment Management, Inc. 0.40 0.08 -3,827 29 Feb 2020

Stewardship 13 Feb 2020

Management & Ownership

Management Activity

Fund Ownership

Institutional Transactions

*Represents the date on which the owner’s name, position, and common shares held were reported by the holder or issuer.

We assign Exelon's management a Standard stewardship
rating. The company has done a notable job reducing its
exposure to commodity markets, which it can't control, and
focusing on regulated business lines where it can control
how earnings develop.

We're particularly impressed by management's ability to
operate its nuclear fleet at world-class levels. We're also
impressed by management's political lobbying success--particularly
in New York, Illinois, and New Jersey--to extend the lives
of its distressed nuclear plants. Management now is
lobbying to receive subsidies for the remainder of its nuclear
fleet in Illinois.

Management has also been able to score legislative wins
that should improve the regulatory environment in Delaware
and Pennsylvania. In Delaware, legislators approved a
distribution customer charge that will allow for more timely
recovery and support further infrastructure development. In
Pennsylvania, legislation will allow state regulators to
incorporate more constructive rate mechanisms, such as
decoupling, formula rates, and multiyear rate plans and rate
cases.

However, our concerns about management stewardship has
increased with ComEd's involvement in the federal
corruption probe related to state senators' conduct and
ComEd's lobbying. The concern was heightened when Anne
Pramaggiore, who before being CEO of all Exelon's utilities
was president of ComEd, abruptly resigned. During her
tenure, she played a key role in lobbying for state regulatory
changes, among them the 2011 smart grid modernization
legislature. We remain concerned about Exelon's exposure
to both political and regulatory damage from the probe.

CEO Chris Crane and board chairman Mayo Shattuck III have
focused growth investment on the regulated utilities,
continuing a strategic shift that former CEO and chairman
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John Rowe made before his departure in 2013. Crane's
biggest move so far is the $12 billion (including debt) Pepco
acquisition, which closed in 2016. This increases Exelon's
share of regulated utilities earnings and dilutes
shareholders' aggregate exposure to wholesale power
markets. Management showed strong conviction in the
value of the deal based on nearly two years of regulatory
negotiations.
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Analyst Notes

Exelon Initiates Supportive 2020 Guidance; Increases

Capital Investment Program  11 Feb 2020

We are reaffirming our $43 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to have
a material effect on our fair value estimate.

In late December, FERC issued an order requiring the Mid-
Atlantic transmission operator PJM to extend the Minimum
Offer Price Rule to nuclear generation that receives state
subsidies effective for the next PJM auction. If Illinois and
New Jersey are unsuccessful with their fixed resource
requirement proposal, subsidized nuclear generation in
those states would result in higher offers likely resulting in
those units not clearing the capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the four
Illinois nuclear facilities not receiving state zero emission
credits. Exelon has won nuclear subsidies across its fleet,
but a recent federal corruption probe could hinder Exelon's
efforts in Illinois.

Exelon's regulated utilities continue to operate well, with a
10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2 billion
from Exelon's last plan--supports 7.3% rate base growth
and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set

the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate. Regulators
also approved a constructive settlement at utility BGE.

Exelon's Illinois Concerns Overshadow Third-Quarter

Earnings  31 Oct 2019

We are reaffirming our $43 fair value estimate and our
narrow moat and stable moat trend ratings for Exelon after
the company announced adjusted third-quarter earnings per
share of $0.92, up from $0.88 per share in the same year-
ago period. Management narrowed 2019 earnings guidance
range to $3.05 to $3.20 from the prior $3.00 to $3.30.

Investor concerns remain about the unknown consequences
of the federal corruption probe into Illinois state senators
and lobbying by Exelon's ComEd utility. The concern was
heightened when Anne Pramaggiore, who before being CEO
of all Exelon's utilities was president of ComEd, abruptly
resigned. During her tenure, she played a key role in lobbying
for key regulatory changes in the state.

We remain concerned about Exelon's exposure to both
political and regulatory damage from the probe, which could
be a setback given the recent improvement in Illinois'
regulatory environment. Additionally, it could threaten
Exelon's ability to achieve state subsides for its four nuclear
generation units currently not receiving nuclear subsidies.

Our other concern remains the company's merchant
generation business. Due to weak forward power prices and
low volatility, Exelon cut its new wholesale business
expectations by $100 million. While we think management
can reach its operating cost savings target to offset the loss
and result in no fair value impact, it highlights Exelon
Generation's difficult operating environment. Management
remains less hedged than at this same point in prior years,
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Analyst Notes

increasing the risk where we see little reprieve from low
power prices.

Exelon's regulated business continues to show
improvements particularly in the Northeast where returns
on equity improved to 9.4% from 9.1% in the second quarter.
Low interest rates pose a headwind to returns in Illinois,
where returns are tied to the 30-year U.S. Treasury rates
that have continued to fall.

Exelon Utilities: Abrupt Executive Departure Turns

Investor Focus to Federal Probe  16 Oct 2019

We are reaffirming our $43 fair value estimate, narrow moat
and stable moat trend ratings, and medium uncertainty for
Exelon after the CEO of its utilities business, Anne
Pramaggiore, abruptly resigned Oct. 15. Replacing
Pramaggiore on an interim basis is Calvin Butler Jr, current
CEO of Exelon subsidiary Baltimore Gas & Electric.

Little information was disclosed as to the reason for the
departure, other than Pramaggiore's resignation was
effective immediately. However, the resignation comes less
than a week after Exelon disclosed that it was the focus of
a federal corruption probe into state senator Martin
Sandoval and had set up a committee of independent
directors to oversee Exelon's dealings with the federal
probe. A prior search warrant noted agents were seeking
information about four Exelon officials, which press reports
included Pramaggiore, relating to but not limited to ComEd's
rate increases.

Before being promoted to her role as CEO of Exelon's utilities
unit, Pramaggiore was the president of Illinois utility ComEd,
which is at the center of the probe. During her tenure, she
played a key role in lobbying for key regulatory changes in
the state, among them the 2011 smart-grid law that
supported nearly $3 billion in grid modernization capital

investments. Pramaggiore's abrupt departure suggests her
resignation was due to her time at ComEd.

Two things concern us about Pramaggiore's departure. First,
Exelon's exposure to both political and regulatory damage
from the federal corruption probe may be higher than
previously believed and could be a huge setback given the
recent improvement in Illinois' regulatory environment. It
also comes at a time when Exelon is working to improve
regulation and returns in the Northeast. Second, we believe
Pramaggiore was the frontrunner to succeed current CEO
Chris Crane, requiring the management team and board to
quickly recalibrate its succession planning.
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Growth (% YoY)
3-Year

Hist. CAGR 2017 2018 2019 2020 2021
5-Year

Proj. CAGR

Revenue 3.1 6.9 7.3 -4.6 -8.5 1.0 0.2
EBIT 11.2 36.9 -8.5 9.9 15.0 -10.4 8.7
EBITDA 6.6 14.8 2.0 3.5 8.6 -4.5 5.6
Net Income 8.1 2.4 2.1 20.8 -0.4 -7.4 4.2
Diluted EPS 6.3 — — 20.2 -0.4 -7.5 4.1
Earnings Before Interest, after Tax 2.7 9.3 19.7 -17.1 -15.8 18.9 6.8
Free Cash Flow — -100.6 NM -114.1 -742.2 -38.4 —

Profitability
3-Year

Hist. Avg 2017 2018 2019 2020 2021
5-Year

Proj. Avg

Operating Margin % 12.0 12.7 10.8 12.5 15.7 13.9 16.4
EBITDA Margin % 24.0 24.1 22.9 24.9 29.5 27.9 30.3
Net Margin % 8.0 7.6 7.2 9.1 10.0 9.1 10.0
Free Cash Flow Margin % 1.9 0.1 6.5 -1.0 6.8 4.1 7.3
ROIC % 2.3 1.9 1.9 3.2 3.9 4.9 5.2
Adjusted ROIC % 2.5 2.1 2.1 3.4 4.3 5.4 5.7
Return on Assets % 2.4 3.3 1.7 2.3 2.5 2.2 2.4
Return on Equity % 9.8 13.6 6.6 9.0 9.4 8.2 8.8

Leverage
3-Year

Hist. Avg 2017 2018 2019 2020 2021
5-Year

Proj. Avg

Debt/Capital 0.54 0.54 0.54 0.54 0.53 0.52 0.51
Total Debt/EBITDA 4.42 4.40 4.43 4.43 4.18 4.44 4.05
EBITDA/Interest Expense 5.26 5.18 5.31 5.28 5.90 5.55 6.00

2018 2019 2020(E) 2021(E)

Price/Fair Value 1.13 1.06 — —
Price/Earnings 16.8 14.2 11.0 11.9
EV/EBITDA 9.5 9.4 7.7 8.1
EV/EBIT 20.1 18.7 14.5 16.2
Free Cash Flow Yield % 2.4 -1.3 4.1 1.8
Dividend Yield % 3.1 3.2 4.3 4.5

Cost of Equity % 9.0
Pre-Tax Cost of Debt % 6.5
Weighted Average Cost of Capital % 7.0
Long-Run Tax Rate % 25.0
Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 40.0
Perpetuity Year 15

USD Mil
Firm Value

(%)
Per Share

Value

Present Value Stage I 9,586 12.1 9.83
Present Value Stage II 22,054 27.7 22.61
Present Value Stage III 47,896 60.2 49.11
Total Firm Value 79,537 100.0 81.55

Cash and Equivalents 587 — 0.60
Debt -37,799 — -38.76
Preferred Stock — — —
Other Adjustments 60 — 0.06
Equity Value 42,385 — 43.46

Projected Diluted Shares 975

Fair Value per Share 44.00

Morningstar Analyst Forecasts

ForecastFiscal Year Ends in December

Financial Summary and Forecasts

Valuation Summary and Forecasts

Key Valuation Drivers

Discounted Cash Flow Valuation

Additional estimates and scenarios available for download at http://select.morningstar.com.

      The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
    

(USD)
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2017 2018 2019 2020 2021
Revenue 33,531 35,985 34,348 31,418 31,722

Cost of Goods Sold 14,035 16,670 15,497 12,204 12,868
Gross Profit 19,496 19,315 18,851 19,214 18,854

Selling, General & Administrative Expenses 10,126 9,337 8,615 8,176 8,194
Other Operating Expense (Income) 1,731 1,783 1,732 1,764 1,804
Other Operating Expense (Income) -449 -56 -32 — —
Depreciation & Amortization (if reported separately) 3,828 4,353 4,252 4,345 4,437
Operating Income (ex charges) 4,260 3,898 4,284 4,928 4,418

Restructuring & Other Cash Charges — — — — —
Impairment Charges (if reported separately) — — — — —
Other Non-Cash (Income)/Charges — — — — —
Operating Income (incl charges) 4,260 3,898 4,284 4,928 4,418

Interest Expense 1,560 1,554 1,616 1,571 1,595
Interest Income 1,024 -140 1,044 500 750
Pre-Tax Income 3,724 2,204 3,712 3,857 3,574

Income Tax Expense -125 120 774 733 679

Other After-Tax Cash Gains (Losses) — — — — —
Other After-Tax Non-Cash Gains (Losses) — — — — —
(Minority Interest) -62 -74 -92 — —
(Preferred Dividends) -8 — — — —
Net Income 3,779 2,010 2,846 3,125 2,895

Weighted Average Diluted Shares Outstanding 949 969 974 975 976
Diluted Earnings Per Share 3.98 2.07 2.92 3.21 2.97

Adjusted Net Income 2,543 2,597 3,136 3,125 2,895
Diluted Earnings Per Share (Adjusted) 2.68 2.68 3.22 3.21 2.97

Dividends Per Common Share 1.31 1.38 1.45 1.52 1.57

EBITDA 9,687 9,869 10,064 9,273 8,855
Adjusted EBITDA 8,088 8,251 8,536 9,273 8,855

Morningstar Analyst Forecasts

Income Statement (USD Mil)
Fiscal Year Ends in December Forecast
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2017 2018 2019 2020 2021

Cash and Equivalents 898 1,349 587 1,181 844
Investments — — — — —
Accounts Receivable 5,533 5,863 6,175 5,423 5,475
Inventory 1,651 1,685 1,768 1,605 1,692
Deferred Tax Assets (Current) — — — — —
Other Short Term Assets 3,752 4,463 3,507 4,000 4,000
Current Assets 11,834 13,360 12,037 12,209 12,011

Net Property Plant, and Equipment 74,202 76,707 80,233 83,363 86,251
Goodwill 6,677 6,677 6,677 6,677 6,677
Other Intangibles — — — — —
Deferred Tax Assets (Long-Term) — — — — —
Other Long-Term Operating Assets 8,021 8,237 8,335 9,000 9,000
Long-Term Non-Operating Assets 15,966 14,685 17,695 17,695 17,695
Total Assets 116,700 119,666 124,977 128,944 131,634

Accounts Payable 3,537 3,805 3,565 3,344 3,349
Short-Term Debt 3,017 2,063 6,080 6,080 6,080
Deferred Tax Liabilities (Current) — — — — —
Other Short-Term Liabilities 4,242 5,536 4,540 6,100 6,100
Current Liabilities 10,796 11,404 14,185 15,524 15,529

Long-Term Debt 32,565 34,465 31,719 32,719 33,219
Deferred Tax Liabilities (Long-Term) 11,222 11,330 12,351 12,000 12,750
Other Long-Term Operating Liabilities 9,865 9,559 9,986 10,500 10,500
Long-Term Non-Operating Liabilities 20,120 19,838 22,163 22,163 22,163
Total Liabilities 84,568 86,596 90,404 92,906 94,161

Preferred Stock — — — — —
Common Stock 18,964 19,116 19,274 19,274 19,274
Additional Paid-in Capital — — — 60 120
Retained Earnings (Deficit) 13,503 14,766 16,267 17,927 19,302
(Treasury Stock) -123 -123 -123 -123 -123
Other Equity -2,487 -2,995 -3,194 -2,700 -2,700
Shareholder's Equity 29,857 30,764 32,224 34,438 35,873

Minority Interest 2,275 2,306 2,349 1,600 1,600
Total Equity 32,132 33,070 34,573 36,038 37,473

Morningstar Analyst Forecasts

Balance Sheet  (USD Mil)
Fiscal Year Ends in December Forecast
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2017 2018 2019 2020 2021

Net Income 3,849 2,084 3,028 3,125 2,895

Depreciation 5,427 5,971 5,780 4,345 4,437
Amortization — — — — —
Stock-Based Compensation — — — — —
Impairment of Goodwill — — — — —
Impairment of Other Intangibles — — — — —
Deferred Taxes -361 -106 681 -351 750
Other Non-Cash Adjustments 380 1,715 346 — —

(Increase) Decrease in Accounts Receivable -426 -565 -243 752 -53
(Increase) Decrease in Inventory -72 -37 -87 163 -87
Change in Other Short-Term Assets -927 -969 -2,421 -493 —
Increase (Decrease) in Accounts Payable -390 551 -425 -221 6
Change in Other Short-Term Liabilities — — — 1,560 —
Cash From Operations 7,480 8,644 6,659 8,880 7,947

(Capital Expenditures) -7,584 -7,594 -7,248 -7,475 -7,325
Net (Acquisitions), Asset Sales, and Disposals -208 -154 -41 — —
Net Sales (Purchases) of Investments — — — — —
Other Investing Cash Flows -142 -86 29 -151 —
Cash From Investing -7,934 -7,834 -7,260 -7,626 -7,325

Common Stock Issuance (or Repurchase) 150 105 112 60 60
Common Stock (Dividends) -1,236 -1,332 -1,408 -1,464 -1,520
Short-Term Debt Issuance (or Retirement) -340 -213 656 — —
Long-Term Debt Issuance (or Retirement) 980 1,329 664 1,000 500
Other Financing Cash Flows 1,163 -108 -82 -749 —
Cash From Financing 717 -219 -58 -1,153 -960

Exchange Rates, Discontinued Ops, etc. (net) — — — 494 —
Net Change in Cash 263 591 -659 594 -338

Morningstar Analyst Forecasts

Cash Flow  (USD Mil)
Fiscal Year Ends in December Forecast
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

35.27 USD 44.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQQQ

Company/Ticker
Price/Fair

Value 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E)

Public Service Enterprise Group Inc 0.87 — 13.1 12.7 — 5.4 5.2 — 516.7 52.9 — — — — 2.1 2.1

FirstEnergy Corp FE USA 0.86 18.8 15.3 14.4 12.4 10.8 8.0 NM NM NM — — — 2.4 1.6 1.6

Entergy Corp ETR USA 0.92 19.0 18.2 17.1 10.9 11.2 10.4 NM NM NM — — — 2.2 2.1 2.0

Average 18.9 15.5 14.7 11.7 9.1 7.9 — 516.7 52.9 — — — 2.3 1.9 1.9

Exelon Corp EXC US 0.80 14.2 11.0 11.9 9.4 7.7 8.1 NM 24.5 55.2 — — — 1.3 1.1 1.1

Company/Ticker
Total Assets

(Mil) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E)
Public Service Enterprise Group Inc — USD 6.1 6.6 6.5 6.1 6.6 6.5 11.2 11.1 10.9 3.6 3.6 3.6 — 4.4 4.6

FirstEnergy Corp FE USA 42,301 USD 6.9 7.1 9.9 8.3 8.6 12.0 13.2 18.7 18.6 2.2 3.1 3.2 3.1 4.1 4.2

Entergy Corp ETR USA 51,724 USD 4.0 4.5 4.8 4.0 4.6 4.8 13.0 10.7 10.9 2.5 2.1 2.2 3.1 3.7 3.9

Average 5.7 6.1 7.1 6.1 6.6 7.8 12.5 13.5 13.5 2.8 2.9 3.0 3.1 4.1 4.2

Exelon Corp EXC US 124,977 USD 3.2 3.9 4.9 3.4 4.3 5.4 9.0 9.4 8.2 2.3 2.5 2.2 3.2 4.3 4.5

Company/Ticker
Revenue

(Mil) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E)
Public Service Enterprise Group Inc 10,147 USD 4.7 5.2 2.9 14.1 9.0 3.2 4.2 5.0 2.8 -241.4 -51.7 89.2 4.4 4.3 4.1

FirstEnergy Corp FE USA 11,035 USD -2.0 15.4 3.8 0.3 6.5 45.9 0.0 -2.6 6.6 -185.8 33.1 -2.0 5.6 2.6 3.9

Entergy Corp ETR USA 10,879 USD -1.2 -11.8 5.5 67.8 19.4 6.9 -13.8 -11.1 6.3 -72.6 -61.8 -88.1 2.2 2.4 5.3

Average 0.5 2.9 4.1 27.4 11.6 18.7 -3.2 -2.9 5.2 -166.6 -26.8 -0.3 4.1 3.1 4.4

Exelon Corp EXC US 34,348 USD -4.6 -8.5 1.0 9.9 15.0 -10.4 20.2 -0.4 -7.5 -114.1 -742.2 -38.4 — 20.6 3.3

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Valuation Analysis

Returns Analysis

Growth Analysis

Price/Earnings EV/EBITDA Price/Free Cash Flow Price/Book Price/Sales

ROIC % Adjusted ROIC % Return on Equity % Return on Assets % Dividend Yield %

Revenue Growth % EBIT Growth % EPS Growth % Free Cash Flow Growth % Dividend/Share Growth %

Last Historical Year

Last Historical Year
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

35.27 USD 44.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQQQ

Company/Ticker
Net Income

(Mil) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E)
Public Service Enterprise Group Inc 1,652 USD 68.2 68.3 68.2 38.2 39.3 39.8 25.8 26.8 26.9 16.3 16.3 16.3 5.6 0.4 3.9

FirstEnergy Corp FE USA 1,401 USD 69.0 64.9 65.1 33.8 30.1 38.8 22.8 21.0 29.5 12.7 10.7 11.1 -1.8 -2.7 -0.2

Entergy Corp ETR USA 1,241 USD 70.4 75.0 75.0 35.5 36.8 37.7 15.5 20.9 21.2 11.4 11.7 11.8 -12.7 -12.3 -8.3

Average 69.2 69.4 69.4 35.8 35.4 38.8 21.4 22.9 25.9 13.5 12.9 13.1 -3.0 -4.9 -1.5

Exelon Corp EXC US 3,136 USD 54.9 61.2 59.4 24.9 29.5 27.9 12.5 15.7 13.9 9.1 10.0 9.1 -1.7 4.5 2.0

Company/Ticker
Total Debt

(Mil) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E)
Public Service Enterprise Group Inc 16,378 USD 107.6 105.6 103.7 51.8 51.4 50.9 6.8 7.1 7.1 4.2 4.0 4.0 3.1 3.1 3.0

FirstEnergy Corp FE USA 20,998 USD 301.1 283.9 269.9 75.1 74.0 73.0 3.6 3.6 4.7 5.6 5.6 4.3 6.1 5.9 5.7

Entergy Corp ETR USA 19,820 USD 193.9 200.1 202.3 66.0 66.7 66.9 5.2 4.3 4.3 5.1 6.1 6.0 5.1 5.0 5.0

Average 200.9 196.5 192.0 64.3 64.0 63.6 5.2 5.0 5.4 5.0 5.2 4.8 4.8 4.7 4.6

Exelon Corp EXC US 37,799 USD 117.3 112.7 109.6 54.0 53.0 52.3 5.3 5.9 5.6 4.4 4.2 4.4 3.9 3.7 3.7

Company/Ticker
Market Cap

(Mil) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E) 2019 2020(E) 2021(E)

Public Service Enterprise Group Inc 22,524 USD 1.75 0.90 0.73 0.76 0.68 0.67 0.70 0.62 0.60 0.39 0.20 0.16 57.8 57.4 58.1

FirstEnergy Corp FE USA 20,828 USD 1.16 1.16 1.37 0.50 0.55 0.57 0.44 0.48 0.50 0.45 0.42 0.50 90.7 62.0 60.4

Entergy Corp ETR USA 20,300 USD 2.16 2.77 2.92 0.54 0.56 0.57 0.37 0.42 0.43 0.16 0.22 0.23 58.1 66.9 66.3

Average 1.69 1.61 1.67 0.60 0.60 0.60 0.50 0.51 0.51 0.33 0.28 0.30 68.9 62.1 61.6

Exelon Corp EXC US 34,364 USD 0.60 1.21 0.86 0.85 0.79 0.77 0.72 0.68 0.66 0.10 0.19 0.14 49.6 47.4 52.9

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis

Leverage Analysis

Liquidity Analysis

Gross Margin % EBITDA Margin % Operating Margin % Net Margin % Free Cash Flow Margin %

Debt/Equity % Debt/Total Cap % EBITDA/Interest Exp. Total Debt/EBITDA Assets/Equity

Cash per Share Current Ratio Quick Ratio Cash/Short-Term Debt Payout Ratio %

Last Historical Year

Last Historical Year
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

 

Morningstar Research Methodology for Valuing Companies 
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Research Methodology for Valuing Companies 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

 

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

35.27 USD 44.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQQQ

General Disclosure
The analysis within this report is prepared by the person(s)
noted in their capacity as an analyst for Morningstar’s equity
research group. The equity research group consists of
various Morningstar, Inc. subsidiaries (“Equity Research
Group)”. In the United States, that subsidiary is Morningstar
Research Services LLC, which is registered with and
governed by the U.S. Securities and Exchange Commission.

The opinions expressed within the report are given in good
faith, are as of the date of the report and are subject to
change without notice. Neither the analyst nor Equity
Research Group commits themselves in advance to whether
and in which intervals updates to the report are expected
to be made. The written analysis and Morningstar Star
Rating for stocks are statements of opinions; they are not
statements of fact.

The Equity Research Group believes its analysts make a
reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources believed
to be reliable such as, for example, the company’s financial
statements filed with a regulator, company website,
Bloomberg and any other the relevant press sources. Only
the information obtained from such sources is made

available to the issuer who is the subject of the analysis,
which is necessary to properly reconcile with the facts.
Should this sharing of information result in considerable
changes, a statement of that fact will be noted within the
report. While the Equity Research Group has obtained data,
statistics and information from sources it believes to be
reliable, neither the Equity Research Group nor Morningstar,
Inc.performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the country
in which the Morningstar distributor is based. Unless stated
otherwise, the original distributor of the report is
Morningstar Research Services LLC, a U.S.A. domiciled
financial institution.

This report is for informational purposes only and has no
regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This
publication is intended to provide information to assist
institutional investors in making their own investment
decisions, not to provide investment advice to any specific
investor. Therefore, investments discussed and recommendations
made herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to the
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suitability of such investments and recommendations in the
light of their own investment objectives, experience,
taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct, complete
or timely. Unless otherwise provided in a separate
agreement, neither Morningstar, Inc. or the Equity Research
Group represents that the report contents meet all of the
presentation and/or disclosure standards applicable in the
jurisdiction the recipient is located.

Except as otherwise required by law or provided for in a
separate agreement, the analyst, Morningstar, Inc. and the
Equity Research Group and their officers, directors and
employees shall not be responsible or liable for any trading
decisions, damages or other losses resulting from, or related
to, the information, data, analyses or opinions within the
report. The Equity Research Group encourages recipients of
this report to read all relevant issue documents (e.g.,
prospectus) pertaining to the security concerned, including
without limitation, information relevant to its investment
objectives, risks, and costs before making an investment
decision and when deemed necessary, to seek the advice
of a legal, tax, and/or accounting professional.

The Report and its contents are not directed to, or intended
for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country
or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or
which would subject Morningstar, Inc. or its affiliates to any
registration or licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between the
English and translated versions of the report, the English
version will control and supersede any ambiguities
associated with any part or section of a report that has been

issued in a foreign language. Neither the analyst,
Morningstar, Inc., or the Equity Research Group guarantees
the accuracy of the translations.

This report may be distributed in certain localities, countries
and/or jurisdictions (“Territories”) by independent third
parties or independent intermediaries and/or distributors
(“Distributors”). Such Distributors are not acting as agents
or representatives of the analyst, Morningstar, Inc. or the
Equity Research Group. In Territories where a Distributor
distributes our report, the Distributor is solely responsible
for complying with all applicable regulations, laws, rules,
circulars, codes and guidelines established by local and/or
regional regulatory bodies, including laws in connection
with the distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to the
security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the security
subject of this investment research report that exceeds
0.5% of the total issued share capital of the security. To
determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.•
Analysts' compensation is derived from Morningstar, Inc.'s
overall earnings and consists of salary, bonus and in some
cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research Group
receives commissions for providing research nor do they
charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research Group is
a market maker or a liquidity provider of the security noted
within this report.

• Neither Morningstar, Inc. or the Equity Research Group
has been a lead manager or co-lead manager over the
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previous 12-months of any publicly disclosed offer of
financial instruments of the issuer.

• Morningstar, Inc.’s investment management group does
have arrangements with financial institutions to provide
portfolio management/investment advice some of which an
analyst may issue investment research reports on. However,
analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them.

• Morningstar, Inc. is a publicly traded company (Ticker
Symbol:  MORN) and thus a financial institution the security
of which is the subject of this report may own more than
5% of Morningstar, Inc.’s total outstanding shares. Please
access Morningstar, Inc.’s proxy statement, “Security
Ownership of Certain Beneficial Owners and Management”
section https: //shareholders.morningstar.com/investor-re
lations/financials/sec-filings/default.aspx

• Morningstar, Inc. may provide the product issuer or its
related entities with services or products for a fee and on
an arms’ length basis including software products and
licenses, research and consulting services, data services,
licenses to republish our ratings and research in their
promotional material, event sponsorship and website
advertising.

Further information on Morningstar, Inc.'s conflict of interest
policies is available from http://global.morningstar.com/e
quitydisclosures. Also, please note analysts are subject to
the CFA Institute’s Code of Ethics and Standards of
Professional Conduct.

For a list of securities which the Equity Research Group
currently covers and provides written analysis on please
contact your local Morningstar office. In addition, for

historical analysis of securities covered, including their fair
value estimate, please contact your local office.

For Recipients in Australia: This Report has been issued and
distributed in Australia by Morningstar Australasia Pty Ltd
(ABN:  95 090 665 544; ASFL:  240892). Morningstar
Australasia Pty Ltd is the provider of the general advice (‘the
Service’) and takes responsibility for the production of this
report. The Service is provided through the research of
investment products. To the extent the Report contains
general advice it has been prepared without reference to
an investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these matters
and, if applicable, the relevant Product Disclosure
Statement before making any decision to invest. Refer to
our Financial Services Guide (FSG) for more information at
http://www.morningstar.com.au/fsg.pdf .

For Recipients in Hong Kong: The Report is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures .

For Recipients in India: This Investment Research is issued
by Morningstar Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
(Registration number INA000001357) and provides
investment advice and research. Morningstar Investment
Adviser India Private Limited has not been the subject of
any disciplinary action by SEBI or any other legal/regulatory
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body. Morningstar Investment Adviser India Private Limited
is a wholly owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment Adviser
India Private Limited has one associate, Morningstar India
Private Limited, which provides data related services,
financial data analysis and software development.

The Research Analyst has not served as an officer, director
or employee of the fund company within the last 12 months,
nor has it or its associates engaged in market making activity
for the fund company.

*The Conflicts of Interest disclosure above also applies to
relatives and associates of Manager Research Analysts in
India # The Conflicts of Interest disclosure above also
applies to associates of Manager Research Analysts in
India. The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers Investment
Research to clients, varies from client to client, and are
detailed in the respective client agreement.

For recipients in Japan: The Report is distributed by Ibbotson
Associates Japan, Inc., which is regulated by Financial
Services Agency. Neither Ibbotson Associates Japan, Inc.,
nor its representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information.

For recipients in Singapore: This Report is distributed by
Morningstar Investment Adviser Singapore Pte Limited,
which is licensed by the Monetary Authority of Singapore
to provide financial advisory services in Singapore. Investors
should consult a financial adviser regarding the suitability
of any investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.
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Utilities - ALERT: Midweek Thoughts – AVA, NEE, D, EXC, AEP, DUK
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Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

AVA receives favorable ruling in 2015 WA remand case; Santee Cooper future remains uncertain after committees
reject all bids; EXC's Delmarva Power and Light files electric rate case in Delaware; AVA filed its 2020 IRP in WA,
which highlights energy efficiency and pumped storage; Indiana passes legislation postponing coal-plant retirement

AVA - Company receives favorable ruling in 2015 WA remand case:

● In a March 6 order, the WUTC ordered AVA to refund customers $8.4M related to an appeal and remand of the Company's 2015
GRC. In a press release, AVA disclosed it would record a liability of $4.8M in 1Q20 to reflect the Commission's order as well as
the $3.6M liability accrued in 4Q19.

● The authorized figure is constructive, in our view, given the figure was at the lower end of a range of recommendations by AVA,
the commission staff, and intervening parties. For reference, two intervening parties recommended $48M and $77M refunds, while
the Staff recommended a $36M refund.

● Furthermore, we believe the outcome removed a slight overhang on the shares given that the wide range of outcomes lent credence
to the possibility of AVA needing to issue a greater amount of equity than the currently forecasted total of $60M in 2020 if the
Company had received an adverse ruling. We believe the outcome does not warrant the need for incremental equity, and we do
not envision AVA appealing the ruling.

NEE, D - Santee Cooper future remains uncertain after committees reject bids:

● This week, the SC Senate Finance Committee and other legislators rejected three bids, including those from NEE and D, for the
purchase of Santee Cooper. The decision comes after months of study and debate on the potential sale and provides little clarity
on next-steps of the process.

● Lawmakers instead formed new subcommittees to assess the best path forward for Santee Cooper. Specifically, House Bill 5335
was drafted to create a special committee under which legislators would continue negotiations on the potential sale, namely to
NEE. We would not rule out a counter-offer from NEE given commentary from SC lawmakers close to the process as well as the
Company's noted interest in acquiring the utility.

● We view the news as slightly disappointing for NEE given the South Carolina Department of Administration, on February 11,
recommended both NEE and D's proposals for reforming the South Carolina Public Service Authority (SCPSA) to the South Carolina
General Assembly (GA). The state agency asserted both plans are worthy of consideration by the GA/Governor and specifically
noted both reform plans would provide for improved governance and substantial savings related to the enormous debt load and
V.C. Summer nuclear expansion project costs that are passed on to Santee Cooper customers.

EXC - Delmarva Power and Light (DPL) files electric rate case in Delaware:

● On March 6, DPL filed for a gross $24.3M electric rate increase with the DPSC. The request is premised on a 10.3% ROE (50.43%
equity layer) and a 7.15% total return on rate base valued at $904.4M. The electric case filing follows the Company's filing for a
gas rate increase on February 21.

● After the transfer of $3.2M from the DSIC rider to base rates, the net increase would total $21.1M. With the DSIC, the utility is
forgoing a request for an interim rate increase. The Company filed the case mainly to recover costs associated with infrastructure,
technology, and other investments to maintain reliability and improve customer service.

● DPL is seeking for rates to be implemented on October 6, 2020. For reference, DPL currently operates under a 9.7% ROE (50.52%
equity layer) based on its previous case decided in August 2018.

AVA - IRP filed in WA highlights energy efficiency and pumped storage:

● In AVA's 2020 integrated resource plan (IRP), the Company said 71% of load growth will be met with energy efficiency, which was an
increase from the 53% figure in its 2017 IRP. The Company further highlighted the need for 175 MW of hydro storage, among other
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energy resources, in 2026 as it loses 479 MW from the retirement of the coal-fired Colstrip units 3 and 4 as well as the expiration
of a PPA with a gas-fired facility in ID.

● According to the IRP, AVA will consider RFPs for renewables in 2Q20 with a preference for projects to be on line by 2022 and 2023.
AVA may also issue RFPs for additional capacity in 2021 to help meet the projected 2026 shortfall.

● Notably, AVA's 2020 plan removed natural-gas peakers from its 2017 IRP in exchange for storage, additional demand response,
and 500 MW of new wind resources, which will likely be partially reflected through 100 MW of Montana-based wind resources to
be added in 2022. Lastly, the energy load forecast came down from its 2017 IRP to 0.3% from 0.5%, but AVA still expects retail
sales and residential use per customer to continue to decline modestly.

AEP, DUK - Indiana passes legislation postponing coal-plant retirement:

● On March 10, the Indiana Senate voted mostly along partisan lines to pass legislation that would prohibit Indiana utilities from
shutting down coal-fired capacity without proper notification and regulatory review.

● Yesterday's vote comes after Indiana lawmakers in the state's house of representatives, on February 3, advanced an
amended House Bill 1414 (52-41 vote). Specifically, public utilities "may not retire, sell or transfer a reliable capacity resource with
a capacity of at least 80 MW" and would be required to give at least six months notice to the IURC.

● From our coverage, AEP's IMP has already agreed to retire its 1,300 MW Rockport Unit 1 by the end of 2028 and DUK's Duke
Energy Indiana accelerated the planned retirement of more than 4,100 MW of coal capacity by 2038 in its most recent IRP.

Electric Utilities Quick Alert

March 11, 2020
Sophie Karp
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 225 42.86 55 24.44

Sector Weight [SW] 287 54.67 48 16.72

Underweight [UW] 13 2.48 3 23.08
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 28 50.91 10 35.71

Sector Weight [SW] 26 47.27 13 50.00

Underweight [UW] 1 1.82 1 100.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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Ticker Price Rating
AEP 97.70 Sell
CNP 21.55 Buy
D 86.70 Buy
DUK 99.05 Buy
EXC 45.17 Buy
NEE 271.82 Buy
NI 29.46 Buy
NWE 76.91 Neutral
SR 81.35 Sell

 

 Power, Utilities & Alternative Energy March 9, 2020

The Guggenheim Daily Transmission: D, Santee
Cooper/D/NEE, AEP/CNP/NI, SR, DUK/NEE, PJM,
ISO-NE, EXC, NWE, Solar policy

For Guggenheim Hosted Client Utility Events, GA
Commissioner Meeting (3/18) and NDR schedule, scroll down.

D – Bellwether moment as VA Clean Economy Act heads to VA Gov’s desk following
passage in Senate/House. Other constructive bills still fluid dynamic

D/NEE – SC legislature has rejected all bids to buy or manage Santee Cooper, House
and Senate in disagreement on how to move forward

AEP/CNP/NI – Indiana legislator bill adding incremental layer of complexity to close coal
plants within the state, HB1414, Senate advisors appointed: Ford Jon, Stoops, Koch and
Niezgodski

SR – MO SB618, seeking to modify ability to collect certain pipeline replacement costs
under the ISRS, reported to pass in the House

DUK/NEE – FL bill to reform OPC term limits placed for 3rd reading

PJM – 1.2GW PA CCGT project put on hold

ISO-NE – Electrification in New England could turn ISO-NE into winter peaking system

EXC – Peach Bottom granted license extension by NRC to 2054

EXC – Workers strike at Mystic plant

NWE – MT PSC grants intervention to multiple parties in NWE Colstrip acquisition docket

Solar – US ITC suggests raising the tariff-rate quota on imported solar cells

D – Bellwether moment as VA Clean Economy Act heads to VA Gov’s desk following
passage in Senate/House. Other constructive bills still fluid dynamic

• HB1526 - Virginia Clean Economy Act.
◦ The House voted for Adoption (53-Y 45-N 1-A) the bill has already passed the Senate.

Now it is on the way to the Governor’s desk.
• The Virginia Clean Economy Act creates VA’s first Clean Energy Standard to

transition the electric grid to 60% carbon-free power by 2036 and 100% clean
energy by 2050. The bill increases the limit from 5000 megawatts to 16,1000
megawatts on those solar and onshore wind generation facilities that are declared
to be in the public interest and increases the limit from 16 megawatts to 5000
megawatts on those offshore wind generation facilities This mandatory standard
applies to electric utilities and licensed competitive suppliers. The bill sets specific
energy efficiency targets for utilities. Among other things, the measure also requires
AEP and D to construct or acquire 400 and 2,700 MW of energy storage capacity,
respectively, by 2035. Companion bill mentioned immediately below.

• SB851 - Electric utility regulation; environmental goals.
◦ Passed House with substitute (51-Y 45-N 1-A)

• This bill, called the Virginia Clean Economy Act, creates the Commonwealth's first
Clean Energy Standard to transition the electric grid to 60% carbon-free power by
2036 and 100% clean energy by 2050. This mandatory standard applies to electric

GUGGENHEIM SECURITIES, LLC Page 1See pages 16 - 17 for analyst certification and important disclosures.
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utilities and licensed competitive suppliers. The bill sets specific energy efficiency
targets for utilities and a 2,400 MW energy storage deployment target by 2035.

• HB75 - Electric utilities; electric school bus pilot program.
◦ Senate requested conference committee on March 4 and the House acceded to the

request on March 5, Senators Spruill, Hashmi, Cosgrove and House delegates Kory,
McQuinn, Robinson assigned.
• This bill authorizes Dominion to implement an electric school bus pilot program

that includes up to 50 electric school buses, with costs not exceeding $13.5
million. Initial deployment to participating districts will begin by December 31, 2020.
Dominion may expand the pilot after January 1 2021 by 200 additional buses per
year for the following five years, with costs capped at $54 million per year. The
pilot may last up to 10 years, but Dominion may move to make it permanent at
any time. The bill also authorizes the utility to access to the school bus batteries
for a vehicle-to-grid usage without compensation to the school division unless
otherwise stipulated in a separate agreement. Program costs are recoverable
through Dominion’s rate base.

• SB998 - Offshore wind generation facilities; development of facilities.
◦ Passed House (54-Y 41-N)

• This bill determines that up to 5,200 MW of aggregate offshore wind capacity
is in the public interest, provided that utility customers are not responsible for
costs beyond their utility’s share of the facility. The bill also sets parameters for
cost recovery by a Phase II Utility (Dominion) while also barring the Commission
from granting a Phase II Utility an enhanced rate of return for the construction of
new utility-owned and utility-operated offshore wind facilities. Electric cooperative
customers are protected from being assigned costs from these investments,
including from associated transmission and distribution costs. In planning for a new
offshore wind facility, the utility must identify economic and workforce development
opportunities and give priority to local workers, including from economically
disadvantaged communities. It must also conduct competitive procurements or
solicitations for a “substantial majority” of the equipment and services.

Guggenheim takeaway: FYI; passing of HB1526 is a bellwether moment, in our view,
cementing a large runway of growth opportunities. Positive on the commitment regarding
battery energy storage, offshore wind and carbon reduction. We view a very high probability
of the bill being signed into law, as the nature of the bill mirrors the Governor’s goals. We
have long held the view that Dominion’s shift from coal to cleaner resources, coupled with
a constructive regulatory environment, would give the gunpowder for Dominion to outpace
its targeted growth 5%+ range with somewhat grounded investor expectations.

D/NEE – SC legislature has rejected all bids to buy or manage Santee Cooper; House
and Senate in disagreement on how to move forward

• The SC Senate Finance Commission rejected the bids of a sale to NextEra, Dominion’s
bid to manage Santee Cooper and the utility's own plan to reform itself.

• The votes to reject the bid is apt to eliminate a deadline of next Thursday in the state law
for the committees to report their conclusions to the House and Senate.

• More HERE.

Guggenheim takeaway: The move by the legislature negated, in effect, any possibility
of a deal as offered by the bidding parties (NEE sale, D mgmt. of Santee, and Santee
Cooper’s stay private bid). We have long maintained the process was apt to be contentious,
given Santee Cooper’s mgmt’s strong attempts to keep the utility private. As such, we have
maintained that there was a low likelihood of a deal coming to fruition under the current
bids – this is turning into a “JEA situation”. However, we note House Speaker Jay Lucas
was supportive of a sale, but quoted a long process ahead where NEE may be forced to
consider further negotiation. Previously, the SC department of administration recommended
NEE as the best option for a Santee Cooper Sale (which we commented on in detail in
our note (HERE). With all options rejected, including Santee Cooper’s mgmt bid to remain
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independent, the situation remains in flux and will likely be drawn out. Looking forward,
the House committee was looking to pursue the sale to NEE but at revised terms. After
speaking with the external bidders, we got the sense there is some flexibility in what the
House committee can decide to do. Stay tuned.

AEP/CNP/NI – Indiana legislator bill adding incremental layer of complexity to close
coal plants within the state, HB1414, Senate advisors appointed: Ford Jon, Stoops,
Koch and Niezgodski

• HB1414 “provides that a public utility may not retire, sell, transfer, or terminate a lease
with respect to an electric generation facility unless the public utility first obtains from the
Indiana utility regulatory commission (IURC) a determination that the public convenience
and necessity require the retirement, sale, transfer, or lease termination. Provides that
a public utility that seeks: (1) as part of any proceeding before the IURC; and (2) based
wholly, or in part, on one or more federally mandated requirements; to retire an electric
generation facility, or to otherwise remove an electric generation facility from the public
utility's supply portfolio, shall submit to the IURC the directive requiring the public utility to
retire the electric generation facility or to otherwise remove the electric generation facility
from the public utility's portfolio".

• Bill stipulates three years' advance notice is needed following approval before termination
can occur.

• Specifies what does and does not constitute a federally mandated requirement for
purposes of these provisions. Prohibits a public utility from acting, or failing to act, in any
manner that will materially and adversely affect the operation, safety, capacity, economic
useful life, or any other aspect of the electric generation facility sought to be retired or
removed.

• NiSource plans to close the 1,625-MW R.M. Schahfer coal plant in 2023 and the 469-
MW Michigan City coal plant in 2028. And the utility has issued three separate requests
for proposals targeting 2,600-MW of wind, solar and storage capacity to replace its aging
coal fleet.

• AEP agreed to retire its 1,300-MW Rockport Unit 1 in Spencer County by the end of 2028
as part of a U.S. District Court-approved agreement concerning air pollution from multiple
AEP plants in the Midwest.

• Bill HERE.

Guggenheim takeaway: Indiana legislator bill adding incremental layer of complexity to
close coal plants within the state, HB1414, moving through legislature. As a reminder, we
do not see this Bill as being a hindrance on coal retirements; it would simply require extra
steps to take place in anticipation of a closing decision.

SR – MO HB1992, seeking to modify ability to collect certain pipeline replacement
costs under the ISRS, reported to pass in the House

• HB1992 and its sister Bill in the MO Senate, SB618, modify language regarding
replacement of worn-out or deteriorating pipes, allowing for recovery of connected
infrastructure allowing that no incremental cost is incurred vs re-using the connected
infrastructure.

• Bill would allow Spire to collect cost recovery through the ISRS of adjoining pipe
infrastructure to deteriorated pipes that have been flagged and approved for replacement.

• Senate Bill HERE and House Bill HERE.

Guggenheim takeaway: This is one avenue of Spire’s multi-pronged strategy of pursuing
a cure regarding ISRS recovery of certain pipeline components, following the loss of an
appeal brought by the MO Office of Public Council in the Western Missouri District Court of
Appeals. Strategy includes: 1) legislative 2) judicial and 3) regulatory potential cures. The
company went into detail on its F1Q20 conference call – see our takeaways (HERE). In our
meetings with the MO PSC Chairman (HERE), we got the sense that he felt clarification
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language from the legislature is the most likely path to see a constructive outcome regarding
the ISRS for Spire, and we share his opinion.

DUK/NEE – FL bill to reform OPC term limits placed for 3rd reading

• Bill would install term limits for the Public Counsel; providing an exception for time served
before a specified date and require the Committee on Public Counsel Oversight to receive
applications, conduct interviews and appoint a Public Counsel by a specified date every
4 years.

• Bill HERE.

Guggenheim takeaway: FYI.

PJM – 1.2GW PA CCGT project put on hold

• According to SparkSpread, capital raising for the 1.2GW Shamokin Dam project has been
put on hold, with investor concerns partially attributed to capacity market uncertainty.

• The project would be collocated with Panda and Sunbury’s Hummel CCGT.

Guggenheim takeaway: Interesting development, given the ongoing uncertainties
(capacity, RGGI, etc) and fundamental supply-demand imbalance in the RTO.

ISO-NE – Electrification in New England could turn ISO-NE into winter peaking system

• ISO-NE CEO Gordon van Welie noted: “I think we will become a winter peaking system"
in comments to reporters on the RTO’s long-term outlook.

• More HERE.

Guggenheim takeaway: Not a major surprise to us, given the long-term trends in the RTO.

EXC – Peach Bottom granted license extension by NRC to 2054

• Peach Bottom has received a 20-year extension of its operating license from the NRC,
allowing operations through 2054.

• More HERE.

Guggenheim takeaway: Generally as expected, with more plants expected to follow suit.

EXC – Workers strike at Mystic plant

• Workers are reportedly striking at the Mystic plant in Boston over a labor disagreement.

• More HERE.

Guggenheim takeaway: Minor FYI.

NWE – MT PSC grants intervention to multiple parties in NWE Colstrip acquisition
docket

• The MT PSC staff granted intervention to the following parties in NWE’s Colstrip
acquisition docket: Montana Consumer Council, Montana Environmental Information
Center, the Natural Resources Defense Council, Colstrip Energy Limited Partnership,
Two Dot Wind, LLC, Talen Montana, LLC, Pivot Power Management, LLC and NorthWest
Energy Coalition.

• Link HERE.

Guggenheim takeaway:No surprises for us on the parties.

Solar – U.S ITC suggests raising the tariff-rate quota on imported solar cells
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• The US ITC released a report that advises increasing the level of the tariff-rate quota on
imported CSPV cells to 6 GW from 2.5 GW.

• The report finds that an increase in the TRQ would result in an increase in U.S. module
producers’ production, capacity utilization, and employment due to expanded access of
imported cells at lower prices.

• As a reminder, the safeguard measures on CSPV cells and modules will continue until
Feb. 2022.

• Link HERE and report HERE.

Guggenheim takeaway:The ITC’s recommendation is constructive for the domestic solar
industry, as prices will be more competitive. There is only one domestic cell producer,
therefore domestic module producers rely on imported solar cells. Industry groups and
producers have lobbied to have the TRQ raised.
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Equity Research  |  Corporate Access 

Eversource Energy (ES)  

Jim Judge, President & Chief Executive Officer 

Philip Lembo, Chief Financial Officer 

Jeff Kotkin, Investor Relations 

Date and Location 

Wednesday, March 11, 2020 

New York 

Meeting Format 

1x1s and Group Lunch 

Company Information 

Market Cap: $29.5bn 

Eversource Energy (ES) engages in the generation, transmission, and distribution 

of natural gas and electricity. It operates through the following segments: Electric 

Distribution, Electric Transmission, Water Distribution and Natural Gas Distribution. 

The Electric Distribution segment distributes electricity to retail customers. The 

Electric Transmission segment owns and maintains transmission facilities through 

CL&P, NSTAR Electric, PSNH, and WMECO. The Water Distribution segments 

operates three separate regulated water utilities in Connecticut, Massachusetts and 

New Hampshire. The Natural Gas Distribution segment transmits and distributes 

natural gas to retail customers. The company was founded on July 1, 1966 and is 

headquartered in Springfield, MA. (Source: FactSet) 

Participating Guggenheim Analysts 

Shar Pourreza, Managing Director, Equity Research Analyst – Power, Utilities & 

Alternative Energy 
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Equity Research  |  Corporate Access 

Guggenheim Hosted GA Commissioner Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour discussion 

with GA utility commissioner Tricia Pridemore on key regulatory trends among 

other topics within her purview.  

Date and Time 

Wednesday, March 18, 2020 

9:00am – 10:00am ET 

Location 

Guggenheim Securities 

330 Madison Ave. 

32nd Floor 

New York, NY 10017 

Commissioner Bio 

Tricia Pridemore, Commissioner, Georgia Public Service Commission 

Tricia Pridemore was appointed to the Commission by Governor Nathan Deal in 2018 and won the 

Republican primary and the general election later that year. In addition to her duties with the Commission, 

she serves on the Advisory Board of the Financial Research Institute at the University of Missouri, the 

Gas Committee of the National Association of Regulatory Utility Commissioners and the NARUC 

Subcommittee on Education and Research. She is also the NARUC liaison to the University of Wisconsin 

School of Public Utilities. 

Commissioner Pridemore is a businesswoman with a background in technology, consulting and workforce 

development. Since the acquisition of Accucast, the software company she founded with her husband, 

she served on the Georgia World Congress Center Board of Governors, the 2011 Transition team of 

Governor Deal and co-chaired both of Governor Deal’s Inaugural Committees in 2011 and 2015. 

Commissioner Pridemore formerly served as the Executive Director of the Governor’s Office of Workforce 

Development and started Georgia’s skilled trade initiative aimed at encouraging careers in the energy, 

transportation and construction trades. She was also a member of the Cobb Galleria Authority Board of 

Governors. 

Participating Analyst 

Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative Energy  
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Equity Research  |  Corporate Access 

CMS Energy Corporation (CMS)  

Rejji Hayes, Chief Financial Officer 

Travis Uphaus, Investor Relations 

Date and Location 

March 19 - 20, 2020 

Midwest 

Company Information 

Market Cap: $19.12bn 

CMS Energy Corporation (CMS) is a holding company, which engages in business 

through its subsidiaries. It operates through the following business segments: 

Electric Utility, Gas Utility, and Enterprises. The Electric Utility segment engages in 

the generation, purchase, transmission, distribution and sale of electricity. The Gas 

Utility segment is comprised of the purchase, transmission, storage, distribution and 

sale of natural gas The Enterprises segment engages primarily in domestic 

independent power production, marketing of independent power production and the 

development and operation of renewable generation. The company was founded in 

1987 and is headquartered in Jackson, MI. (Source: FactSet) 

Participating Guggenheim Analysts 

Shar Pourreza, Managing Director, Equity Research Analyst – Power, 

Utilities & Alternative Energy 
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Equity Research  |  Corporate Access 

Dominion Energy Inc (D)  

Jim Chapman, Chief Financial Officer 

Robert ‘Bob’ Blue, Co-Chief Operating Officer 

Steven Ridge, Investor Relations 

Dates and Location 

March 26 – 27, 2020 

New York 

Meeting Format 

March 26 – Group Dinner 

March 27 - 1x1s and Group Lunch 

Company Information 

Market Cap: $72.4bn 

Dominion Energy Inc (D) engages in the provision of electricity and natural gas to 

homes, businesses, and wholesale customers. Its operations also include a 

regulated interstate natural gas transmission pipeline and underground storage 

system. It operates through following business segments: Power Delivery, Power 

Generation, and Gas Infrastructure. The Power Delivery segment regulates electric 

distribution and transmission. The Power Generation segment includes regulated 

electric fleet and merchant electric fleet. The Gas Infrastructure segment comprises 

gas transmission and storage, gas distribution and storage, liquefied natural gas 

import, and storage. The company was founded by William W. Berry in 1983 and is 

headquartered in Richmond, VA. (Source: FactSet) 
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Guggenheim's Power & Utility Comp Sheet
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events
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Regulatory Calendar

 

Power and Utilities: Coverage Calendar (03/05/2020 - 05/04/2020)

Date Ticker Event / Proceeding Utility State Docket Description

3/9/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359 Commission Order

3/10/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Data Requests on Rebuttal

3/11/2020 AEP Electric Rate Case Indiana Michigan Power Co. IN Ca-45235 Order within 300 days deadline

3/11/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335 Evidentiary hearings begin

3/20/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20360 Replies

3/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-013 Initial Briefs.

3/24/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

3/25/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057 Settlement Conference

4/1/2020 AEE Electric Rate Case Ameren Missouri MO ER-2019-0335  New rates likely effective by this date 

4/7/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Target Date for Filing any Settlement 

4/14/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/15/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/16/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/20/2020 ETR Natural Gas Rate Case System Energy Resources LA EL18-142-014  Reply Briefs. 

4/22/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/23/2020 ES Electric Rate Case Public Service Co. of NH NH D-DE-19-057  Merits Hearing 

4/24/2020 AEP Electric Rate Case Indiana Michigan Power Co. MI C-U-20359  Commission Order 
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. SJI NDR: South Jersey’s Finest Takes a Bite Out of the Big Apple
2. CNP: 2020 Preview and Beyond – Renewed Earnings Trajectory Could Surprise to the Upside with a Cleaner Business Mix
3. D & DUK - One Small Step for ACP, One Giant Leap for Gas Developers
4. WEC NDR: One Utility Under Gale, with Growth and Decarbonization for All
5. NEE/D: “South Carolina on My Mind”: SC DoA Recommends NEE as Buyer, D as Mgmt Contract
6. EXC – Too Clean to Fail? Illinois Policy Hangs Over Strong Regulated Story but Movement May Be Coming
7. FE – Another Boring Update? Just What the Market Ordered…
8. NJR - Regulated Performance Offset by CEV SREC Timing and Energy Services Weakness: Some Ground to Make Up
9. DTE 4Q Beats Consensus; GS&P More Stable Than Meets The Eye in 2020; Conservative Mgmt. Team – Conservative Plan
10. SR: Strong Print and Stepping Into the Fray, Mgmt. Lays Out Approaches to Tackle ISRS Lag
11. CNP - Surprise Surprise, Step 1 Complete: Selling Partial Non-Utility Segment: More to Come
12. CMS 4Q19 – Staying Efficient to Stay in Favor; Slight Miss on the Q, Slight Raise on the Capex, Runway Reaffirmed
13. WEC – Entering the New Decade on the Right Foot
14. SJI: FERC Order Bolsters PennEast Case but Not a Game Changer; Positive Datapoint but Viability Remains on Life Support
15. NEE/NEP: New Year, New NEE… But Not Really; EPS Miss, But Guidance As Achievable As Ever – Remains Our Bellwether Name
16. EVRG: Slow Rate Base Growth? There’s an Activist for That – We See Little Downside Risk
17. CNP – Settlement Terms Setup Brings CEHE in Line with Our Numbers; Gaining Clarity, Removing Overhang
18. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
19. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
20. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
21. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
22. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
23. EXC: EDF Finally Ejects
24. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
25. EXC: It’s a Federal Probe, Not a Wildfire…
26. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
27. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
28. DUK - SB 559 Moving Constructively Through the Process
29. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
30. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
31. VST Meeting: Quick Takes from Our Abridged Texas Trip
32. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
33. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
34. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
35. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
36. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
37. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
38. VST: Vistra Lassos Ambit Energy
39. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
40. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
41. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
42. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
43. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
44. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
45. PPL - A Quandary Unlike Any Other
46. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
47. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
48. LNT: For a Good Night’s Sleep, Take Alliant
49. NRG: More Down‘Stream’ Retail Expansion
50. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
51. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
52. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
53. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
54. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
55. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
56. SRE: Simplicity is the Ultimate Sophistication…
57. VST: Another Day, Another Illinois Policy Proposal
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58. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
59. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
60. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
61. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
62. EXC NDR: State Rescue Cometh - Deeper Dive
63. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
64. D: NDR – Coming Out Party Well Received - March Madness Continues
65. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
66. FE NDR: Time Is the Furthest Distance Between Two Points…
67. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
68. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
69. SRE: Another Day, Another Dollar: Buying Low; Selling High
70. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax

Key Industry Research
1. FERC ROE Policy Call: Different Commissioner, Similar Expectations
2. FERC ROEs: Former Commissioner Policy Call Points to No Easy Answers
3. Illinois Policy Call: Too Clean to Drain the Swamp? Will Springfield Lawmakers Reach Criticality? Still Too Early to Say…
4. PJM: As Fluid as It Gets - Expert Call Highlights Still-Challenging Auction Dynamics
5. Two-Way Better Than One-Way: Open Dialogue With MO, GA Commissioners – Fruitful Discussion
6. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
7. PJM: Does MOPR-Ex Bring Closure? Not Quite…
8. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
9. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
10. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
11. Guggenheim EEI Takeaways - Day Three
12. Guggenheim EEI Takeaways - Day Two
13. Guggenheim EEI Takeaways - Day One
14. PJM: Not So Fast - FERC Puts the Brakes on August Auction
15. Utility and IPP 2Q19 Model Sweep
16. ERCOT: Guggenheim Texas Power Market Luncheon Recap
17. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
18. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
19. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
20. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
21. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
22. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
23. Guggenheim's 2018 EEI Summary
24. Guggenheim EEI Takeaways - Day 3
25. Guggenheim EEI Takeaways - Day 2
26. Guggenheim EEI Takeaways - Day 1
27. Guggenheim EEI - Investor Question Bank
28. PJM: No Country for Common Ground; Reply Briefs Land at FERC
29. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
30. Coal/Nuclear: Will Politics “Trump” Reality
31. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
32. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
33. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
investor client feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 245 56.71% 43 17.55%

NEUTRAL 170 39.35% 9 5.29%

SELL 17 3.94% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Alert
February 26, 2020

Energy: Electric Utilities

Utilities - ALERT: Midweek Thoughts – D/DUK, CNP, SO, DTE, EXC, VSLR
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

VSLR reportedly exploring strategic alternatives; Mississippi Power reaches constructive GRC settlement; Michigan
regulators request changes to DTE's IRP filing; Staff and Intervenor testimony delivered in EXC's Delmarva GRC in
Maryland; D receives approval for battery storage projects in Virginia; EXC's Delmarva files natural gas rate case
in Delaware.

VSLR reportedly exploring strategic alternatives. Spark Spread reported that VSLR retained advisors to explore strategic
alternatives, which may include a sale. The shares have outperformed this year, up 57.33% (vs. SPX down 4.31% YTD), reflecting
increasing interest in renewables. The news is likely to boost further interest in the other names in the peer group, RUN and NOVA,
in the NT.

D/DUK – ACP gets its day in court – and a good one at that. Our expert discussion suggests high likelihood of the sponsors
prevailing in this battle. These takeaways offer a measure of relief that the issue now appears "less binary." The shares are reacting
positively, offering a glimpse of green in the sea of red on Monday, and we think should be supported at these levels for now. With this
cautious optimism, we remain cognizant of the math and the impact on dividends, and we continue to include ACP in our forecast.
Read our takeaways here.

CNP – We updated our estimates and assumptions to reflect recent sale announcements of two non-utility segments,
Energy Services and Infrastructure Services. We also updated the estimates to reflect 4Q19 reported results of ENBL. Ongoing
underperformance in CNP shares can largely be explained by ENBL’s performance, with the core CNP business reasonably priced,
in our view.

*On February 27, CNP, SRE, and RUN from under our coverage report 4Q and FY19 operating results.

Recent developments for companies under our coverage include:

SO – Mississippi Power reaches constructive GRC settlement:

● Mississippi Power (MP) and the MPSC Staff reached a settlement calling for MP to reduce rates by $16.7M, which is premised on
a 7.57% total return and a 53% equity layer (55% allowed maximum). The settlement compares to the Company's request for a
$5.8M (-0.6%) reduction in rates premised on a 7.73% return (55% equity) on rate base valued at $2.36B.

● Per the agreement, MP will recover a portion of costs related to its investment in the combined-cycle Kemper facility in base rates
with the remainder addressed in the Company's next PEP filing. Furthermore, the revenue requirement reflects an incremental
$2.2M adjustment related to the amortization of TCJA-related costs and associated regulatory assets, which will now be amortized
over three- and four-year periods, respectively. Notably, the Company agreed to return $44M of unprotected EADIT balance in a
2018 PEP decision, which was an offset to rate base in the proceeding.

● Lastly, the parties agreed to discontinue the EECR rate and include all energy efficiency costs in the PEP filings in the future, which
is consistent with the Company's request. The rates will become effective once the Mississippi PSC issues an official approval.
Given the rate proceeding is the first in the state since 2001, we believe the stipulation filing is a positive outcome for MP and a
step forward in improving regulatory relationships in state.

DTE – Michigan regulators request changes to DTE's IRP filing:

● In a February 20 order, the MPSC recommended a number of changes to DTE Electric's IRP, noting the need for material changes
for the Commission to not deny the IRP. In the order, the Commission highlighted the lack of competitive bidding, among other
problems, that made assessing a full-range of alternative supply options unviable. The Commission also requests DTE reach annual
savings goals equivalent to those set for CMS at 1.75% in 2020 and 2% in 2021, which is slightly higher than the requested 1.65%
and 1.75% in 2020 and 2021, respectively.
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● For reference, the ALJ recommended regulators outright reject DTE's IRP and to require the Company to refile as soon as two
years after the final decision. Specifically, the ALJ disagreed with the Company's proposal to include a fixed course of action for
the utility through 2024 and proposed four courses of action post-2024, arguing the IRP filing did not meet statutory requirements
for utilities to file one LT plan.

● DTE rebutted this sentiment by insisting the IRP not only meets the statutory requirements, but offers flexibility in deploying the
proper approach given the current technological change and disruption within the industry. DTE further argues the most prudent
course of action is to wait before committing to a resource for decades in order to avoid missing opportunities in new resource
technologies.

Staff and Intervenor testimony delivered in EXC's Delmarva GRC in Maryland:

● On February 21, Staff and Interveners delivered testimony in Delmarva's Maryland GRC, recommending $5.4M and $3.4M revenue
increases, respectively. The Staff's revenue increase is premised on a 9.25% ROE and 6.66% total return on rate base valued at
$845.7M, while the Office of People's Counsel (OPC), the main consumer advocate in the state, recommended an even lower 9.0%
ROE and 6.54% total return on rate base valued at $820.3M.

● Notably, both the Staff and OPC recommended disallowing a number of post-test-year additions that Delmarva included in its
requested rate base, notably related to forecasted reliability investments and related CWIP balances. The Company's request calls
for an $18.5M rate increase premised on a 10.3% ROE and a total return of 7.19% on rate base valued at $858.0M.

● Although the Company and other parties are far apart in calculated ROE figures, we expect the Company to attempt to settle given
recent precedent for relatively constructive treatment in the state, notably for EXC's BG&E in 2019. For reference, Delmarva was
authorized a $13.4M rate increase premised on a 10.1% ROE two years ago in February 2018. Up next, rebuttal testimony is due
from the Company on March 20.

D receives approval for battery storage projects in Virginia:

● On February 25, Dominion Energy Virginia (VEPCO) received approval from the SCC to build four battery storage pilot projects
with a total capacity of 16MW.

● Construction of the projects are expected to total $33M and will aid one solar project and two substations in the state. The
announcement helps VEPCO comply with the state's 2018 Grid Transformation and Security Act of 2018, which allows the Company
to invest in up to 30 MW of battery storage projects.

● The pilots are expected to be evaluated over a five-year period once operational in 1Q21. The development is a preliminary step in
supporting VEPCO's clean energy transition of deploying renewable resources and providing grid reliability in the process.

EXC's Delmarva files natural gas rate case in Delaware:

● On February 21, EXC's Delmarva Power filed for a $14.6M natural gas revenue increase premised on a 10.3% ROE (50.43%
equity layer) and a 7.15% total return on rate base valued at $418.5M. After the transfer of $4.2M to base rates from the DSIC,
the net overall revenue increase would total $10.2M.

● Due to the implementation of the DSIC, the utility is forgoing a request to seek an interim rate increase and reducing the DSIC
balance to zero at the conclusion of the case. Delmarva's last rate review was completed in November 2018, when the Company
was authorized a $3.5M rate decrease premised on a 9.7% ROE (50.52% equity layer).

● The rate request is driven by traditional investments in infrastructure and grid assets to improve reliability and safety as well as to
comply with a number of state and federal policies. Rates are expected to be effective by September 21, 2020. Notably, Delmarva
is expected to file an electric rate case in the state on or before March 6.

Earnings recap for the week of February 24 so far:

NOVA delivered a strong set of results for 4Q19 and raised 2020 guidance as attractive financing options and falling cost of capital
reignite the debate over the 6% discount rate. Read our thoughts here.

AEE delivered a solid beat, rolled the guidance forward, and most importantly, upped the growth rate. The new five-year
rate base CAGR through 2024 is expected to be 8.7% (from 8% discussed a year ago for RB growth through 2023), with Ameren
Transmission and Illinois gas being the primary drivers of growth. The Company reiterated 6-8% LT earnings growth, and given the
robust RB growth rate, our 6.8% EPS CAGR assumption through 2024 may prove to be conservative. With the majority of the growth
coming from attractive regulated investments, which include coal retirement (coal share drops to 8% by 2024), the story continues to
shape up as a high-quality, clean regulated growth story.

AGR – The miss and disappointing guidance released today highlight the ongoing turmoil as Networks continued to be plagued by
unfavorable rate provisions in New York even as Renewables results received a boost due to asset sales. As the Company seeks a
reset in 2020 with the New York State settlement and steadying the wind portfolio, we see the 2018-2022 8-10% guidance at risk of
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a downside revision, and we expect the Company to update it during its May 13 analyst day. That said, we already model a 6% rate,
and we think price action in the shares today reflects investors coalescing around the same conclusion. Read our thoughts here.

AVA reported a beat vs. our and consensus estimates and introduced 2020 guidance of $1.95-$2.15. The Washington settlement
and the 2015 remand case are likely stock drivers in 2020. Regulatory lag will remain a drag in the MT – read our takeaways here.

PEG – Utility growth remains a bright spot, and the share of utility earnings in the mix grows, but declining Power earnings and several
pressure points continue to weigh on the shares.
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Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 230 43.48 53 23.04

Sector Weight [SW] 286 54.06 49 17.13

Underweight [UW] 13 2.46 3 23.08
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 29 53.70 10 34.48

Sector Weight [SW] 24 44.44 12 50.00

Underweight [UW] 1 1.85 1 100.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.
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and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
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Business Strategy and Outlook 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 13 February 2020

As the largest nuclear power plant owner in the United
States, Exelon has suffered as low natural gas prices have
slashed power prices since 2008. We think cheap gas will
remain an advantage for competing generators and
pressure nuclear plant returns for the foreseeable future.

But Exelon has shown its political clout, winning price
subsidies in Illinois, New York, and New Jersey to keep
most of its nuclear fleet running. But a recent federal
corruption probe could hinder Exelon's efforts in Illinois
where Exelon is seeking subsidies for the four nuclear
facilities not receiving zero emissions credits in the state.

Exelon's growth engine is its regulated gas and electric
distribution utilities. We expect Exelon's regulated
electric and gas distribution utilities to drive all of our
earnings growth through 2024. The segment's four-year
$26 billion capital investment plan, which is up $2 billion
from Exelon's last plan, supports 7.3% rate base growth
and 6% to 8% utility earnings growth.

Returns at Pepco remain low, but management has been
working diligently to improve returns through rate cases
and regulatory reform. Consolidated returns improved to
10% at the end of 2019, up 40 basis points from 2018.
Low interest rates pose a headwind to returns in Illinois,
which are tied to the 30-year U.S. Treasury rates.

At its nuclear unit, Exelon can't escape its leverage to
Eastern and Midwestern U.S. power prices. Nuclear's low
fuel costs and clean emission profile make Exelon the
utilities sector's biggest winner if power prices rise,
capacity markets tighten, and environmental regulations
make fossil-fuel power generation more costly.

Exelon's merchant generation continues to be our main
concern and the reason we value Exelon at a discount to
peer regulated utilities. As a result of weak forward power
prices and low volatility, Exelon's management recently
cut its new wholesale business expectations by $100
million. While we think management can attain the
additional targeted operating savings to offset the loss,

Important Disclosure:
 The conduct of Morningstar’s analysts is governed by Code of Ethics/Code of Conduct Policy, Personal Security Trading Policy (or an equivalent of),
and Investment Research Policy. For information regarding conflicts of interest, please visit  http://global.morningstar.com/equitydisclosures

Exelon's Regulated Utilities Continue to Drive Growth

Bulls Say 

ONuclear power plants run year-round, produce
electricity at low variable costs, and generate large
energy margins, even with currently depressed
power prices.

OHigher natural gas and coal prices, rising
electricity demand, and environmental regulations
help Exelon more than any other utility because of its
large nuclear fleet.

OExelon's regulated utilities have good growth
opportunities and regulation that can support
earnings and dividend growth.

Bears Say 

OExelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

OMany of Exelon's growth projects come with
regulated or contracted returns, reducing shareholders'
upside if power market fundamentals improve.

OAs with all regulated utilities, rising interest rates
will raise financing costs and could make the dividend
less attractive for income investors.

Morningstar Pillars Analyst Quantitative

Economic Moat Narrow Narrow
Valuation QQQ Fairly Valued
Uncertainty Medium Medium
Financial Health — Moderate

Current 5-Yr Avg Sector Country

Price/Quant Fair Value 0.97 1.01 0.89 0.83
Price/Earnings 15.8 17.2 14.8 20.1
Forward P/E 15.1 — 13.7 13.9
Price/Cash Flow 7.0 4.8 6.5 13.1
Price/Free Cash Flow — 403.0 13.1 19.5
Trailing Dividend Yield% 3.09 3.52 3.68 2.35

it highlights the difficult operating environment.

Analyst Note 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.

Source: Morningstar Equity Research

Source: Morningstar

Undervalued Fairly Valued Overvalued

Quantitative Valuation
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Regulators also approved a constructive settlement at
utility BGE.

Economic Moat 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

Considering Exelon's full suite of businesses, we think the
firm has a narrow economic moat.

Most nuclear generation still has moaty characteristics,
with returns on capital above costs of capital for the
foreseeable future. However, the spread between
long-term returns on capital and Exelon's cost of capital
has shrunk, based on our midcycle outlook for power
prices in the Eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses,
together with the shrinking returns at its nuclear
generation business, supports our narrow moat rating.

Nuclear generation's moaty economics are based on two
primary competitive advantages. First, nuclear plants take
more than seven years to site and build, cost several billion
dollars, and typically face community opposition. These
are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.

Second, no other reliable power generation source can
match the scale of a nuclear plant. Nuclear plants' low
variable costs and low greenhouse gas emissions relative
to competing fossil fuel power generation sources, such
as coal and natural gas. Renewable energy, with
effectively no marginal costs, has depressed wholesale
power prices and hurt Exelon's returns on capital in some
of its regions. We believe this is a market distortion that
fails to recognize the value of Exelon's nuclear fleet
reliability relative to intermittent renewable energy. State
policy and legislation particularly in Illinois, New Jersey
and New York have recognized some of that
zero-emissions power from nuclear plants.

Close Competitors Currency (Mil) Market Cap TTM Sales Operating Margin TTM/PE

Public Service Enterprise Group Inc PEG USD 28,103 10,066 23.24 19.42

FirstEnergy Corp FE USD 26,116 11,035 16.64 28.90

Entergy Corp ETR USD 25,096 10,879 15.45 19.96

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
greater than their costs of capital in the long run.

We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs, or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Fair Value & Profit Drivers 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

We are increasing our fair value estimate to $44 per share
from $43 after incorporating 2019 earnings that were in
line with our expectations. Our increase incorporates an
improved outlook in 2020, more capital spending at the
regulated utilities, and time-value appreciation since our
last update. This was partially offset by weak power
forward prices depressing nonutility margins.

We expect earnings growth at the regulated utilities to be
in line with our 7% average annual rate base growth
outlook in 2020-24. We assume the regulated utilities earn
10% returns on equity. Lower gross margins at the
merchant generation business will negate most of this
growth on a consolidated basis.

On a midcycle basis, we assume a $2.80 per million Btu
midcycle Henry Hub gas price and modest market heat
rate improvement above current 2020 forwards in all
regions.

At the retail business, we assume 20% long-term
normalized gross margins and modest volume growth.

We assume a 9% cost of equity and a 7.0% cost of capital.
Our cost of equity assumption is in line with the 9% rate
of return that we expect investors to demand of a
diversified equity portfolio. A 2.25% long-term inflation
outlook underpins our capital cost assumptions.
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Risk & Uncertainty 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

Investors should consider turning their attention away
from power markets and more toward regulatory
developments in Illinois, Pennsylvania, and the
Mid-Atlantic coastal states.

As Exelon's regulated utilities generate a greater share
of earnings, shareholders' returns will be more exposed
to state and federal regulatory risk. Illinois and Maryland
are two historically tough regulatory environments, and
punitive rate decisions could have a material impact on
earnings and growth. However, Exelon has done a solid
job developing good regulatory relationships that mitigate
some of this risk. We expect Exelon will be able to
maintain solid returns at its regulated utilities.

Exelon's biggest threat used to be political developments
that would reregulate competitive electricity markets in
the Midwest and Mid-Atlantic. As the nation's largest
wholesale generator and retail supplier, Exelon
Generation's competitive edge requires Eastern U.S.
power markets to remain deregulated. However, Exelon's
political savvy, particularly in Illinois, New York, and New
Jersey, now limits the impact from volatile power markets
on earnings and long-term value. We expect most of the
subsidized nuclear fleet is earning returns in the range of
what might be available in a fully regulated scheme.

Exelon still has a net long position in the power markets,
so increases in power prices would result in an earnings
windfall for its generation fleet. This could reverse the
current outlook, leading Exelon to pull back its lobbying
efforts while drawing reregulation rhetoric from
regulators and politicians. Exelon previously suffered from
politically inspired power price caps that limited its profits
for several years following deregulation. We think the
now-mature deregulated markets make this unlikely, but
regulators remain highly involved in power markets, and
any regulatory changes will probably have a material
positive or negative impact on Exelon, given its size.

Stewardship 
Andrew Bischof, Sr. Eq. Analyst, 13 February 2020

We assign Exelon's management a Standard stewardship
rating. The company has done a notable job reducing its
exposure to commodity markets, which it can't control,
and focusing on regulated business lines where it can
control how earnings develop.

We're particularly impressed by management's ability to
operate its nuclear fleet at world-class levels. We're also
impressed by management's political lobbying
success--particularly in New York, Illinois, and New
Jersey--to extend the lives of its distressed nuclear plants.
Management now is lobbying to receive subsidies for the
remainder of its nuclear fleet in Illinois.

Management has also been able to score legislative wins
that should improve the regulatory environment in
Delaware and Pennsylvania. In Delaware, legislators
approved a distribution customer charge that will allow
for more timely recovery and support further infrastructure
development. In Pennsylvania, legislation will allow state
regulators to incorporate more constructive rate
mechanisms, such as decoupling, formula rates, and
multiyear rate plans and rate cases.

However, our concerns about management stewardship
has increased with ComEd's involvement in the federal
corruption probe related to state senators' conduct and
ComEd's lobbying. The concern was heightened when
Anne Pramaggiore, who before being CEO of all Exelon's
utilities was president of ComEd, abruptly resigned.
During her tenure, she played a key role in lobbying for
state regulatory changes, among them the 2011 smart grid
modernization legislature. We remain concerned about
Exelon's exposure to both political and regulatory damage
from the probe.

CEO Chris Crane and board chairman Mayo Shattuck III
have focused growth investment on the regulated utilities,
continuing a strategic shift that former CEO and chairman
John Rowe made before his departure in 2013. Crane's
biggest move so far is the $12 billion (including debt) Pepco
acquisition, which closed in 2016. This increases Exelon's
share of regulated utilities earnings and dilutes
shareholders' aggregate exposure to wholesale power
markets. Management showed strong conviction in the
value of the deal based on nearly two years of regulatory
negotiations.
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Analyst Notes Archive

Exelon Utilities: Abrupt Executive Departure Turns
Investor Focus to Federal Probe
Andrew Bischof, Sr. Eq. Analyst, 16 October 2019

We are reaffirming our $43 fair value estimate, narrow
moat and stable moat trend ratings, and medium
uncertainty for Exelon after the CEO of its utilities
business, Anne Pramaggiore, abruptly resigned Oct. 15.
Replacing Pramaggiore on an interim basis is Calvin Butler
Jr, current CEO of Exelon subsidiary Baltimore Gas &
Electric.

Little information was disclosed as to the reason for the
departure, other than Pramaggiore's resignation was
effective immediately. However, the resignation comes
less than a week after Exelon disclosed that it was the
focus of a federal corruption probe into state senator
Martin Sandoval and had set up a committee of
independent directors to oversee Exelon's dealings with
the federal probe. A prior search warrant noted agents
were seeking information about four Exelon officials,
which press reports included Pramaggiore, relating to but
not limited to ComEd's rate increases.

Before being promoted to her role as CEO of Exelon's
utilities unit, Pramaggiore was the president of Illinois
utility ComEd, which is at the center of the probe. During
her tenure, she played a key role in lobbying for key
regulatory changes in the state, among them the 2011
smart-grid law that supported nearly $3 billion in grid
modernization capital investments. Pramaggiore's abrupt
departure suggests her resignation was due to her time
at ComEd.

Two things concern us about Pramaggiore's departure.
First, Exelon's exposure to both political and regulatory
damage from the federal corruption probe may be higher
than previously believed and could be a huge setback
given the recent improvement in Illinois' regulatory
environment. It also comes at a time when Exelon is
working to improve regulation and returns in the
Northeast. Second, we believe Pramaggiore was the
frontrunner to succeed current CEO Chris Crane, requiring
the management team and board to quickly recalibrate its
succession planning.

Exelon's Illinois Concerns Overshadow Third-

Quarter Earnings
Andrew Bischof, Sr. Eq. Analyst, 31 October 2019

We are reaffirming our $43 fair value estimate and our
narrow moat and stable moat trend ratings for Exelon after
the company announced adjusted third-quarter earnings
per share of $0.92, up from $0.88 per share in the same
year-ago period. Management narrowed 2019 earnings
guidance range to $3.05 to $3.20 from the prior $3.00 to
$3.30.

Investor concerns remain about the unknown
consequences of the federal corruption probe into Illinois
state senators and lobbying by Exelon's ComEd utility. The
concern was heightened when Anne Pramaggiore, who
before being CEO of all Exelon's utilities was president of
ComEd, abruptly resigned. During her tenure, she played
a key role in lobbying for key regulatory changes in the
state.

We remain concerned about Exelon's exposure to both
political and regulatory damage from the probe, which
could be a setback given the recent improvement in Illinois'
regulatory environment. Additionally, it could threaten
Exelon's ability to achieve state subsides for its four
nuclear generation units currently not receiving nuclear
subsidies.

Our other concern remains the company's merchant
generation business. Due to weak forward power prices
and low volatility, Exelon cut its new wholesale business
expectations by $100 million. While we think management
can reach its operating cost savings target to offset the
loss and result in no fair value impact, it highlights Exelon
Generation's difficult operating environment. Management
remains less hedged than at this same point in prior years,
increasing the risk where we see little reprieve from low
power prices.

Exelon's regulated business continues to show
improvements particularly in the Northeast where returns
on equity improved to 9.4% from 9.1% in the second
quarter. Low interest rates pose a headwind to returns in
Illinois, where returns are tied to the 30-year U.S. Treasury
rates that have continued to fall.

Exelon Initiates Supportive 2020 Guidance;
Increases Capital Investment Program
Andrew Bischof, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
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moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.
Regulators also approved a constructive settlement at
utility BGE.
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There is no one analyst in which a Quantitative Fair Value Estimate and Quantitative
Star Rating are attributed to; however, Mr. Lee Davidson, Head of Quantitative
Research for Morningstar, Inc., is responsible for overseeing the methodology that
supports the quantitative fair value. As an employee of Morningstar, Inc., Mr.
Davidson is guided by Morningstar, Inc.’s Code of Ethics and Personal Securities
Trading Policy in carrying out his responsibilities. For information regarding Conflicts
of Interests, visit http://global.morningstar.com/equitydisclosures

Company Profile
Exelon serves more customers than any other U.S. utility, with
10 million power and gas customers at its six regulated
utilities in Illinois, Pennsylvania, Maryland, New Jersey,
Delaware, and Washington, D.C. Exelon owns approximately
32 gigawatts of generation capacity throughout North
America.

Quantitative Scores Scores

All Rel Sector Rel Country

Quantitative Moat Narrow 98 95 95
Valuation Fairly Valued 13 29 19
Quantitative Uncertainty Medium 99 93 96
Financial Health Moderate 79 65 79

Source: Morningstar Equity Research

fUSA

EXC

 Undervalued  Fairly Valued Overvalued 

Valuation
Current 5-Yr Avg

Sector
Median

Country
Median

Price/Quant Fair Value 0.97 1.01 0.89 0.83
Price/Earnings 15.8 17.2 14.8 20.1
Forward P/E 15.1 — 13.7 13.9
Price/Cash Flow 7.0 4.8 6.5 13.1
Price/Free Cash Flow — 403.0 13.1 19.5
Trailing Dividend Yield % 3.09 3.52 3.68 2.35
Price/Book 1.4 1.3 1.4 2.4
Price/Sales 1.3 1.1 1.4 2.4

Profitability
Current 5-Yr Avg

Sector
Median

Country
Median

Return on Equity % 9.3 8.6 9.8 12.9
Return on Assets % 2.4 2.2 3.3 5.2
Revenue/Employee (Mil) 1.1 1.0 1.3 0.3

Financial Health
Current 5-Yr Avg

Sector
Median

Country
Median

Distance to Default 0.7 0.6 0.6 0.5
Solvency Score — — 584.9 552.4
Assets/Equity 3.9 4.0 2.6 1.7
Long-Term Debt/Equity 1.0 1.1 0.7 0.4

Price vs. Quantitative Fair Value

16

32

48

64

80

2016 2017 2018 2019 2020 2021 Quantitative Fair Value Estimate
Total Return
Sales/Share
Forecast Range
Forcasted Price
Dividend
Split

Momentum: Negative
Standard Deviation: 13.27
Liquidity: High

43.42 52-Wk 51.18

25.09 5-Yr 51.18

32.4 14.7 17.9 4.3 4.0 Total Return %
19.9 -6.7 23.0 -26.9 6.7 +/– Market (Morningstar US Index)
3.56 3.32 3.06 3.18 3.09 Trailing Dividend Yield %
3.58 3.32 3.06 3.18 3.21 Forward Dividend Yield %
26.9 17.7 11.7 19.2 15.8 Price/Earnings

1.1 1.1 1.2 1.3 1.3 Price/Revenue

Morningstar RatingQ

Q
QQ
QQQ
QQQQ
QQQQQ

2015 2016 2017 2018 2019 TTM Financials (Fiscal Year in Mil)
29,447 31,360 33,531 35,985 34,438 34,438 Revenue

7.4 6.5 6.9 7.3 -4.3 0.0  % Change

4,391 3,160 3,811 3,842 4,342 4,342 Operating Income
83.7 -28.0 20.6 0.8 13.0 0.0  % Change

2,269 1,134 3,770 2,010 2,936 2,936 Net Income

7,616 8,445 7,480 8,644 6,659 6,659 Operating Cash Flow
-7,624 -8,553 -7,584 -7,594 -7,248 -7,248 Capital Spending

-8 -108 -104 1,050 -589 -589 Free Cash Flow
0.0 -0.3 -0.3 2.9 -1.7 -1.7  % Sales

2.54 1.22 3.97 2.07 3.01 3.01 EPS
35.1 -52.0 225.4 -47.9 45.4 0.0  % Change

-1.04 0.82 -1.05 0.99 0.01 0.01 Free Cash Flow/Share

1.24 1.26 1.31 1.38 1.45 1.45 Dividends/Share
28.01 28.17 29.18 32.05 32.91 32.87 Book Value/Share

920,000 924,000 963,000 968,000 973,000 974,320 Shares Outstanding (K)

Profitability
9.4 4.4 13.5 6.6 9.3 9.3 Return on Equity %
2.5 1.1 3.3 1.7 2.4 2.4 Return on Assets %
7.7 3.6 11.2 5.6 8.5 8.5 Net Margin %

0.32 0.30 0.29 0.30 0.28 0.28 Asset Turnover
3.7 4.4 3.9 3.9 3.9 3.9 Financial Leverage

27.3 27.7 27.9 27.7 30.0 30.0 Gross Margin %
14.9 10.1 11.4 10.7 12.6 12.6 Operating Margin %

24,286 32,216 32,565 34,465 31,719 31,719 Long-Term Debt

25,793 25,837 29,857 30,764 32,224 32,224 Total Equity
0.5 0.5 0.5 0.5 0.4 0.4 Fixed Asset Turns

Growth Per Share
1-Year 3-Year 5-Year 10-Year

Revenue % -4.3 3.2 4.7 7.1
Operating Income % 13.2 10.0 12.7 -0.9
Earnings % 45.4 35.5 9.9 -3.0
Dividends % 5.1 4.7 3.2 -3.6
Book Value % 4.3 5.8 4.7 5.6
Stock Total Return % -0.1 11.3 9.6 3.7

Quarterly Revenue & EPS
Revenue (Mil) Mar Jun Sep Dec Total
2019 9,477.0 7,689.0 8,929.0 8,342.0 34,438.0
2018 9,693.0 8,076.0 9,403.0 8,815.0 35,985.0
2017 8,757.0 7,623.0 8,769.0 8,382.0 33,531.0
2016 7,573.0 6,910.0 9,002.0 7,874.0 31,360.0
Earnings Per Share ()
2019 0.93 0.50 0.79 0.79 3.01
2018 0.60 0.56 0.76 0.16 2.07
2017 1.07 0.09 0.85 1.94 3.97
2016 0.19 0.29 0.53 0.22 1.22

Revenue Growth Year On Year %

6.5

10.7

5.9
7.2

5.2

-2.2
-4.8 -5.0 -5.4

2017 2018 2019
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

Morningstar Research Methodology for Valuing Companies 
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Research Methodology for Valuing Companies 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  

 

Quantitative Equity Reports Overview 

The quantitative report on equities consists of data, 

statistics and quantitative equity ratings on equity 

securities. Morningstar, Inc.'s quantitative equity ratings are 

forward looking and are generated by a statistical model 

that is based on Morningstar Inc.'s analyst-driven equity 

ratings and quantitative statistics. Given the nature of the 

quantitative report and the quantitative ratings, there is no 

one analyst in which a given report is attributed to; 

however, Mr. Lee Davidson, Head of Quantitative Research 

for Morningstar, Inc., is responsible for overseeing the 

methodology that supports the quantitative equity ratings 

used in this report. As an employee of Morningstar, Inc., 

Mr. Davidson is guided by Morningstar, Inc.'s Code of Ethics 

and Personal Securities Trading Policy in carrying out his 

responsibilities. 

 

Quantitative Equity Ratings 

Morningstar's quantitative equity ratings consist of: 

(i)  Quantitative Fair Value Estimate  

(ii)  Quantitative Star Rating 

(iii)  Quantitative Uncertainty  

(iv)  Quantitative Economic Moat  

(v)  Quantitative Financial Health  

(collectively the "Quantitative Ratings"). 

 

The Quantitative Ratings are calculated daily and derived 

from the analyst-driven ratings of a company's peers as 

determined by statistical algorithms. Morningstar, Inc. 

("“Morningstar," "we," "our") calculates Quantitative 

Ratings for companies whether it already provides analyst 

ratings and qualitative coverage. In some cases, the 

Quantitative Ratings may differ from the analyst ratings 

because a company's analyst-driven ratings can 

significantly differ from other companies in its peer group. 

 

Quantitative Fair Value Estimate: Intended to represent 

Morningstar's estimate of the per share dollar amount that 

a company's equity is worth today. Morningstar calculates 

the quantitative fair value estimate using a statistical model 

derived from the fair value estimate Morningstar's equity 

analysts assign to companies. Please go to 

https://shareholders.morningstar.com for information about 

fair value estimates Morningstar's equity analysts assign to 

companies. 

 

Quantitative Economic Moat: Intended to describe the 

strength of a firm's competitive position. It is calculated 

using an algorithm designed to predict the Economic Moat 

rating a Morningstar analyst would assign to the stock. The 

rating is expressed as Narrow, Wide, or None. 

 

× Narrow: assigned when the probability of a stock 

receiving a "Wide Moat" rating by an analyst is greater 

than 70% but less than 99%.  

× Wide: assigned when the probability of a stock receiving 

a "Wide Moat" rating by an analyst is greater than 99%. 

× None: assigned when the probability of an analyst 

receiving a "Wide Moat" rating by an analyst is less than 

70%. 

 

Quantitative Star Rating: Intended to be the summary 

rating based on the combination of our Quantitative Fair 

Value Estimate, current market price, and the Quantitative 

Uncertainty Rating. The rating is expressed as 1-Star, 2-Star, 

3-Star, 4-Star, and 5-Star. 

 

Q: the stock is overvalued with a reasonable margin of 

safety.  

Log (Quant FVE/Price)<–1*Quantitative Uncertainty 

 

QQ: the stock is somewhat overvalued.  

Log (Quant FVE/Price) between (–1*Quantitative 

Uncertainty, –0.5*Quantitative Uncertainty) 

 

QQQ: the stock is approximately fairly valued.  

Log (Quant FVE/Price) between (–0.5*Quantitative 

Uncertainty, 0.5*Quantitative Uncertainty) 

 

QQQQ: the stock is somewhat undervalued.  

Log (Quant FVE/Price) between (0.5*Quantitative 

Uncertainty, 1*Quantitative Uncertainty) 

 

QQQQQ: the stock is undervalued with a reasonable 

margin of safety. Log (Quant FVE/Price) >1*Quantitative 

Uncertainty 

 

Quantitative Uncertainty: Intended to represent 

Morningstar's level of uncertainty about the accuracy of the 

quantitative fair value estimate. Generally, the lower the 

quantitative Uncertainty, the narrower the potential range 

of outcomes for that particular company. The rating is 

expressed as Low, Medium, High, Very High, and Extreme. 

 

× Low: the interquartile range for possible fair values is less 

than 10%. 

× Medium: the interquartile range for possible fair values is 

less than 15% but greater than 10%. 

× High: the interquartile range for possible fair values is 

less than 35% but greater than 15%. 

× Very High: the interquartile range for possible fair values 

is less than 80% but greater than 35%. 

× Extreme: the interquartile range for possible fair values is 

greater than 80%. 

 

Quantitative Financial Health: Intended to reflect the 

probability that a firm will face financial distress in the near 

future. The calculation uses a predictive model designed to 

anticipate when a company may default on its financial 

obligations. The rating is expressed as Weak, Moderate, 

and Strong. 

 

× Weak: assigned when Quantitative Financial Health <0.2 

× Moderate: assigned when Quantitative Financial Health 

is between 0.2 and 0.7 

× Strong: assigned when Quantitative Financial Health >0.7 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Close: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security.  

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

This Report has not been made available to the issuer of the 

security prior to publication. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. 

 

The quantitative equity ratings are not statements of fact. 

Morningstar does not guarantee the completeness or 

accuracy of the assumptions or models used in determining 

the quantitative equity ratings. In addition, there is the risk 

that the price target will not be met due to such things as 

unforeseen changes in demand for the company's products, 

changes in management, technology, economic 

development, interest rate development, operating and/or 

material costs, competitive pressure, supervisory law, 

exchange rate, and tax rate. For investments in foreign 

markets there are further risks, generally based on 

exchange rate changes or changes in political and social 

conditions. 

  

A change in the fundamental factors underlying the 

quantitative equity ratings can mean that the valuation is 

subsequently no longer accurate.  

 

For more information about Morningstar's quantitative 

methodology, please visit 

http://global.morningstar.com/equitydisclosures. 
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General Disclosure
The analysis within this report is prepared by the person
(s) noted in their capacity as an analyst for Morningstar’s
equity research group. The equity research group
consists of various Morningstar, Inc. subsidiaries
(“Equity Research Group)”. In the United States, that
subsidiary is Morningstar Research Services LLC, which
is registered with and governed by the U.S. Securities
and Exchange Commission.

The opinions expressed within the report are given in
good faith, are as of the date of the report and are
subject to change without notice. Neither the analyst
nor Equity Research Group commits themselves in
advance to whether and in which intervals updates to
the report are expected to be made. The written analysis
and Morningstar Star Rating for stocks are statements
of opinions; they are not statements of fact.

The Equity Research Group believes its analysts make
a reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources
believed to be reliable such as, for example, the
company’s financial statements filed with a regulator,
company website, Bloomberg and any other the
relevant press sources. Only the information obtained
from such sources is made available to the issuer who
is the subject of the analysis, which is necessary to
properly reconcile with the facts. Should this sharing of
information result in considerable changes, a statement
of that fact will be noted within the report. While the
Equity Research Group has obtained data, statistics and
information from sources it believes to be reliable,
neither the Equity Research Group nor Morningstar, Inc.
performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

General Quantitative Disclosure
The Quantitative Equity Report (“Report”) is derived
from data, statistics and information within
Morningstar, Inc.’s database as of the date of the Report
and is subject to change without notice. The Report is
for informational purposes only, intended for financial
professionals and/or sophisticated investors (“Users”)
and should not be the sole piece of information used by
such Users or their clients in making an investment
decision. The quantitative equity ratings noted the
Report are provided in good faith, are as of the date of

the Report and are subject to change. While
Morningstar has obtained data, statistics and
information from sources it believes to be reliable,
Morningstar does not perform an audit or seeks
independent verification of any of the data, statistics,
and information it receives.

The quantitative equity ratings are not a market call,
and do not replace the User or User’s clients from
conducting their own due-diligence on the security. The
quantitative equity rating is not a suitability
assessment; such assessments take into account may
factors including a person’s investment objective,
personal and financial situation, and risk tolerance all
of which are factors the quantitative equity rating
statistical model does not and did not consider.

Prices noted with the Report are the closing prices on
the last stock-market trading day before the publication
date stated, unless another point in time is explicitly
stated.

General Disclosure (applicable to both Quantitative
and Qualitative Research)
Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the
country in which the Morningstar distributor is based.
Unless stated otherwise, the original distributor of the
report is Morningstar Research Services LLC, a U.S.A.
domiciled financial institution.

This report is for informational purposes only and has
no regard to the specific investment objectives,

financial situation or particular needs of any specific
recipient. This publication is intended to provide
information to assist institutional investors in making
their own investment decisions, not to provide
investment advice to any specific investor. Therefore,
investments discussed and recommendations made
herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to
the suitability of such investments and recommendations
in the light of their own investment objectives,
experience, taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct,
complete or timely. Unless otherwise provided in a
separate agreement, neither Morningstar, Inc. or the
Equity Research Group represents that the report
contents meet all of the presentation and/or disclosure
standards applicable in the jurisdiction the recipient is
located.

Except as otherwise required by law or provided for in
a separate agreement, the analyst, Morningstar, Inc.
and the Equity Research Group and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions within the report. The Equity
Research Group encourages recipients of this report to
read all relevant issue documents (e.g., prospectus)
pertaining to the security concerned, including without
limitation, information relevant to its investment
objectives, risks, and costs before making an
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investment decision and when deemed necessary, to
seek the advice of a legal, tax, and/or accounting
professional.

The Report and its contents are not directed to, or
intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be
contrary to law or regulation or which would subject
Morningstar, Inc. or its affiliates to any registration or
licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between
the English and translated versions of the report, the
English version will control and supersede any
ambiguities associated with any part or section of a
report that has been issued in a foreign language.
Neither the analyst, Morningstar, Inc., or the Equity
Research Group guarantees the accuracy of the
translations.

This report may be distributed in certain localities,
countries and/or jurisdictions (“Territories”) by
independent third parties or independent intermediaries
and/or distributors (“Distributors”). Such Distributors
are not acting as agents or representatives of the
analyst, Morningstar, Inc. or the Equity Research Group.
In Territories where a Distributor distributes our report,
the Distributor is solely responsible for complying with
all applicable regulations, laws, rules, circulars, codes
and guidelines established by local and/or regional
regulatory bodies, including laws in connection with the
distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to
the security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the
security subject of this investment research report that
exceeds 0.5% of the total issued share capital of the
security. To determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.

• Analysts' compensation is derived from Morningstar,
Inc.'s overall earnings and consists of salary, bonus and
in some cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research
Group receives commissions for providing research nor
do they charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research
Group is a market maker or a liquidity provider of the
security noted within this report.

• Neither Morningstar, Inc. or the Equity Research
Group has been a lead manager or co-lead manager
over the previous 12-months of any publicly disclosed
offer of financial instruments of the issuer.

• Morningstar, Inc.’s investment management group
does have arrangements with financial institutions to
provide portfolio management/investment advice some
of which an analyst may issue investment research
reports on. However, analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.

• Morningstar, Inc. is a publically traded company
(Ticker Symbol:  MORN) and thus a financial institution
the security of which is the subject of this report may
own more than 5% of Morningstar, Inc.’s total
outstanding shares. Please access Morningstar, Inc.’s
proxy statement, “Security Ownership of Certain
Beneficial Owners and Management” section https:
//shareholders.morningstar.com/investor-relations/fin
ancials/sec-filings/default.aspx

• Morningstar, Inc.  may provide the product issuer or
its related entities with services or products for a fee
and on an arms’ length basis including software
products and licenses, research and consulting
services, data services, licenses to republish our ratings
and research in their promotional material, event
sponsorship and website advertising.

Further information on Morningstar, Inc.'s conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures. Also, please note analysts
are subject to the CFA Institute’s Code of Ethics and
Standards of Professional Conduct.

For a list of securities which the Equity Research Group

currently covers and provides written analysis on
please contact your local Morningstar office. In
addition, for historical analysis of securities covered,
including their fair value estimate, please contact your
local office.

For Recipients in Australia: This Report has been
issued and distributed in Australia by Morningstar
Australasia Pty Ltd (ABN:  95 090 665 544; ASFL:
240892). Morningstar Australasia Pty Ltd is the provider
of the general advice (‘the Service’) and takes
responsibility for the production of this report. The
Service is provided through the research of investment
products. To the extent the Report contains general
advice it has been prepared without reference to an
investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these
matters and, if applicable, the relevant Product
Disclosure Statement before making any decision to
invest. Refer to our Financial Services Guide (FSG) for
more information at http://www.morningstar.com.au/fsg.pdf
.

For Recipients in Canada: This research is not
prepared subject to Canadian disclosure requirements.

For Recipients in Hong Kong: The Report is
distributed by Morningstar Investment Management
Asia Limited, which is regulated by the Hong Kong
Securities and Futures Commission to provide services
to professional investors only. Neither Morningstar
Investment Management Asia Limited, nor its
representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed
Representative at http://global.morningstar.com/equi
tydisclosures .

For Recipients in India: This Investment Research is
issued by Morningstar Investment Adviser India Private
Limited.  Morningstar Investment Adviser India Private
Limited is registered with the Securities and Exchange
Board of India (Registration number INA000001357)
and provides investment advice and research.
Morningstar Investment Adviser India Private Limited
has not been the subject of any disciplinary action by
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SEBI or any other legal/regulatory body. Morningstar
Investment Adviser India Private Limited is a wholly
owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment
Adviser India Private Limited has one associate,
Morningstar India Private Limited, which provides data
related services, financial data analysis and software
development.

The Research Analyst has not served as an officer,
director or employee of the fund company within the
last 12 months, nor has it or its associates engaged in
market making activity for the fund company.

*The Conflicts of Interest disclosure above also applies
to relatives and associates of Manager Research
Analysts in India # The Conflicts of Interest disclosure
above also applies to associates of Manager Research
Analysts in India. The terms and conditions on which
Morningstar Investment Adviser India Private Limited
offers Investment Research to clients, varies from client
to client, and are detailed in the respective client
agreement.

For recipients in Japan: The Report is distributed by
Ibbotson Associates Japan, Inc., which is regulated by
Financial Services Agency. Neither Ibbotson Associates
Japan, Inc., nor its representatives, are acting or will
be deemed to be acting as an investment advisor to any
recipients of this information.

For recipients in Singapore: This Report is
distributed by Morningstar Investment Adviser
Singapore Pte Limited, which is licensed by the
Monetary Authority of Singapore to provide financial
advisory services in Singapore. Investors should consult
a financial adviser regarding the suitability of any
investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.
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 Exelon (EXC) 
 

Uncertainty reigns 

We initiate coverage of Exelon with a Hold rating and a $54 price target. With a ~3%+ 
dividend yield implied total return from current pricing is close to 12%. While attractive 
enough on paper, this is not sufficiently compelling an entry point to us considering ongoing 
overhangs facing the stock. Topping the worry list is uncertainty for Exelon Generation 
(ExGen) regarding the future of the PJM capacity as the market and key states such as IL and 
NJ ponder their direction in view of FERC’s recent MOPR order. This overhang has prevented 
EXC from giving customary gross margin and hedging guidance beyond 2021 and is also likely 
a factor in not extending visibility on plans for dividend growth beyond this year. Also squarely 
on the concern list are ongoing investigations into Exelon’s lobbying practices in Illinois. 
 
Premier utility operator with strong M&A legacy. Exelon is one of only two remaining 
genuine hybrids that combines utility assets with merchant generation. The utilities are well-
managed and tend to be well attuned to address local and state policy priorities. Formed by 
the merger in 2000 of Unicom, parent of Chicago utility Commonwealth Edison (ComEd) and 
Philadelphia’s PECO, Exelon added Baltimore Gas & Electric (BG&E) with the Constellation 
(CEG) merger in 2012. Pepco Holdings (PHI) brought in several smaller utilities across the Mid-
Atlantic (Washington, DC; DE, MD and NJ) in 2016. Through this process Exelon has 
established itself as a premier high quality operator of larger and mostly urban utilities. EXC 
has consistently improved operations and accountability and improving performance has 
typically helped turn around historically challenging local policymaker relationships, bringing 
more predictability to regulatory outcomes and creating a solid backdrop for capital 
investment and growth. 
 
Addressing the challenges faced by merchant nuclear. On the merchant side, ExGen 
combines a mostly nuclear legacy generation fleet (long position) with Constellation, a leading 
national energy retailing franchise (short position). The current nuclear fleet comprises full or 
partial ownership of 23 units at 14 sites representing almost a quarter of currently operating 
U.S. nuclear plants. By virtue of scale and operational prowess, ExGen fleet is the clear nuclear 
industry leader, routinely seeing capacity factors in the mid-to-high 90% range. Like other 
price-taking nuclear plants in competitive markets, however, ExGen is pressured by low power 
prices resulting from cheap (currently very cheap) natural gas and growing penetration of zero 
marginal cost renewables. Management’s response has involved securing multi-year subsidies 
for certain at-risk nuclear units in NY, NJ and IL in the form of state-sponsored Zero Emission 
Credits (ZECs). Management has also been working hard to financially de-lever ExGen, with 
growth CapEx all but eliminated and net debt brought down significantly in pursuit of 
investment grade credit metrics and eventually an IG rating. 
Click or tap here to enter text. 
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2 Exelon (EXC) Vertical Research Partners® 

 

Investment Positives 
Strong utility franchise with visible 6-8% rate base and earnings growth. Exelon’s rate base 
growth and investment plan is in the higher echelons of the industry in terms of growth and 
visibility, with management providing clear 4-year outlooks by subsidiary for both capital 
investment and rate base. The recent year-end update reshuffled some of the components, 
but the overall outlook was more or less unchanged and shows mid-7% rate base CAGR through 
2023 with the most robust growth coming from PECO (+8.5%) and BGE (+8.2%). 
 
Ongoing financial de-levering at ExGen. Net debt at ExGen has been brought down over $1.6B 
to $8B in the past three years, with the benefit accruing directly to equity value. A further $1.6B 
reduction is in the plan for 2020 with $1B already paid off in January. ExGen targets net 
debt/EBITDA of 3x and company projections for 2020 show 2.4x (1.9x excluding non-recourse). 
Even with no further pay-down (unlikely we think) ExGen could sustain EBITDA falling to the 
~$2.1B range from ~$2.7B currently and still keep within the 3x leverage target. Looking at the 
current forward power curves, such a decline seems entirely plausible while ExGen will also 
need to address the pending EDF put option discussed further below. 
 

Issues to Watch 

PJM capacity market and state policy developments. This topic is arguably worth of a treatise 
in its own right, but we will save that for another day. Suffice to say that Exelon is in the thick 
of the policy stand-off between state clean energy initiatives and federally regulated PJM 
capacity markets. Key dates will be the upcoming PJM compliance filing next month and state 
policy initiatives in response. While Illinois could pursue legislation in the spring session, the 
timing for definitive action certainly seems questionable given the ongoing back and forth 
between PJM and the FERC. As discussed on the 4Q call we expect to be paying close attention 
to the state legislatures and policy developments over the coming months. In the meantime 
we believe our relatively low ExGen multiple (6.3x EBITDA including discounted ZEC value) 
appropriately captures current uncertainty. 
 
EDF nuclear put option. In November Exelon was notified by French utility EDF that it intends 
to exercise its put option over its 49.99% interest in CENG. CENG is the co-owner of five of the 
Exelon nuclear units (Ginna and Nine Mile Point 1 & 2 in upstate NY and Calvert Cliffs 1 & 2 in 
MD). Price is to be determined by the parties or via arbitration if they cannot agree. Per the 
EXC 10-K the sale process and regulatory approvals (NYPSC, FERC and NRC) are expected to 
take “one to two years or more”. Exelon is clearly incentivized to argue that low commodity 
prices and policy uncertainty call for the lowest possible valuation. On the other side, the four 
New York units all benefit from ZEC support. While an obligation to put more capital into 
merchant nuclear at this point runs counter to EXC’s broader strategic aspirations, buying in 
CENG could have two silver linings. First, perhaps more of a benefit for analysts, it will reduce 
some of the current modeling complexity. Second, it will increase the proportion of Exelon’s 
nuclear capacity with ZECs from just under 30% today to around 36% assuming no further 
planned shut-downs in the meantime. 
 
Investigations into Illinois lobbying practices. Exelon has disclosed ongoing investigations by 
both the U.S. Attorney and the SEC. While the outcome is unclear, the 10-K aptly notes that 
there could be adverse reputational implications with stakeholders including regulators and 
legislators. Given the tricky state policy questions currently under discussion, the timing and 
overhang of these investigations seems unhelpful. 
 

Figure 1: Rate base growth runs at 
7% through 2023 

 

Source: Company Reports 
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Figure 2: Exelon – VRP Estimates & Valuation Highlights 

 

Source: Company Reports, FactSet and Vertical Research Partners. Note: Pricing for reported years shown as of relevant year-end. 
 

 

  

4-Yr. CAGR

FY2018A FY2019A FY2020E FY2021E FY2022E FY2023E 2019-2023E

ComEd $0.69 $0.71 $0.73 $0.79 $0.85 $0.92 6.6%

PECO $0.48 $0.55 $0.52 $0.55 $0.58 $0.61 2.7%

BGE $0.33 $0.37 $0.38 $0.43 $0.47 $0.51 8.4%

PHI $0.43 $0.52 $0.54 $0.58 $0.62 $0.66 6.3%

Exelon Utilities $1.93 $2.15 $2.17 $2.34 $2.51 $2.70 5.9%

Exelon Generation $1.39 $1.31 $1.21 $0.89 $0.67 $0.62 -17.2%

Corporate & Other ($0.18) ($0.23) ($0.23) ($0.23) ($0.23) ($0.22) NM 

EXC Operating EPS $3.14 $3.23 $3.15 $3.00 $2.95 $3.10 -1.0%

Adjustments ($1.05) ($0.21) $0.00 $0.00 $0.00 $0.00 NM 

EXC GAAP EPS $2.07 $3.01 $3.15 $3.00 $2.95 $3.10 0.7%

DPS - Yr. End Indicated $1.38 $1.45 $1.53 $1.61 $1.69 $1.77 5.1%

Payout Ratio 44% 45% 49% 54% 57% 57% -- 

Company Guidance -- -- $3.00 - $3.30 -- -- -- -- 

VRP vs. Mid-Point -- -- $0.00 -- -- -- -- 

Consensus -- -- $3.10 $2.98 $3.07 $3.16 -0.5%

Number of Estimates -- -- 18 16 12 5 -- 

VRP vs. Consensus -- -- $0.05 $0.02 ($0.12) ($0.06) -- 

Stock Price $45.10 $45.59 $49.72 $49.72 $49.72 $49.72 -- 

P/E Ratio 14.4x                 14.1x                 15.8x                 16.6x                 16.8x                 16.1x                 -- 

EV/EBITDA 8.5x                   8.8x                   9.1x                   9.2x                   9.2x                   8.9x                   -- 

FCF Yield 4.7% 5.8% 0.5% 0.9% 1.0% 1.7% -- 

Dividend Yield 3.1% 3.2% 3.1% 3.2% 3.4% 3.6% -- 
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Estimates 

Our 2020E of $3.15 is right in the middle of management’s recently released consolidated 
EPS guidance. For the utilities we are mostly on the higher-end of the ranges provided (shown 
in margin) and which seem to embed some conservatism and/or incremental regulatory lag 
relative to the detailed capital spending and rate base projections provided. Our ExGen number 
of $1.21 is on the lower end of the $1.20-$1.30 guidance range and likely due to our more 
recent commodity mark which has PJM West, Northern Illinois and upstate New York around-
the-clock power prices $1-$3/MWh lower than the reference prices in Exelon’s latest deck. 
Most of this exposure is protected by hedging, with over 90% of 2020 generation sold forward. 
Our modeled hedge value for 2020 is a somewhat eye-popping $1,050M versus $850M in 
guidance as would be expected with our more recent mark. 
 
Looking out to 2021 we see earnings down by $0.15 (-5%). Behind this numbers is $0.17 (9%) 
of utility growth on rate base investment offset by a decline of $0.32 (26%) at ExGen. The power 
business faces a weak forward curve and, yet more significantly, a negative swing of ~$650M 
in our modeled hedge value. This reflects both lower percentages hedged for 2021 (61%-64% 
vs. 91%-94% for 2020) and lower hedged prices, most notably in the Mid-Atlantic ($31.50 vs. 
$36.50) and New York regions ($27.50 vs. $33.00). 
 
Both our 2022E and 2023E are close to or below Street lows. In both cases our utility growth 
is comfortably within guidance, although our trajectory is perhaps flatter between 2021 and 
2023 than EXC shows. The main issue is likely ExGen given our February commodity mark. This 
sees our gross margin on Exelon’s guidance basis dropping ~$500M between 2021 and 2023. 
While it is to be hoped out-year power prices end up higher than current forwards, we do 
wonder whether uncertainties over the capacity outlook may end up pressuring volume 
hedgers such as Exelon to eventually lock down open energy exposure in a thinly traded 
market. Also, just because EXC is not providing hedge disclosures beyond 2021 does not mean 
they are not hedging. For modeling purposes we assume current 2022 hedges are around 35% 
of output with a more notional amount (10%) for 2023. Price-wise we assume these hedges 
were priced starting from mid-2018 and mid-2019, respectively. At present our model hedges 
provide ~$120M of 2022 margin protection in our model and negligible value in 2023. Absent 
this assumption, our 2022E for both ExGen and EXC would be a dime or so lower. 
 

Figure 4: VRP Estimates vs. Guidance & Consensus / Annual Consensus Earnings Tracker 

 
 

 

 
Source: FactSet and Vertical Research Partners 
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Figure 3: EXC now see 6-8% utility 
growth through 2023 

 

Source: Company Presentation 

Note: Ranges show utility earnings net of parent drag 
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Valuation 

Our $54 price target is based on the average of two hybrid sum-of-parts shown below. In 
both cases we value the utilities on a P/E multiple with ComEd at a 5% discount for the ongoing 
IL investigation overhang; PECO and BGE at our average 2022 regulated target multiple (20.5x) 
and PHI still on a relatively token (2-3%) discount. Based on their superior execution and growth 
visibility, we believe EXC’s utilities have potential to command a premium valuation. At the 
same time, with investors hot for regulated and infrastructure pure-plays, we do not see Exelon 
capturing a premium for its utilities under the current hybrid ownership structure. While much 
has been done to reduce the risk around ExGen, at heart it is still the reason consolidated 
earnings are under pressure and ExGen uncertainties also are clearly a factor preventing 
management from articulating a definitive growth plan for the dividend beyond this year. 
 
As for valuing ExGen, we put the core business at 7.25x EBITDA with a 50% discount on the 
~$600M of ZEC revenues given their non-permanent nature and the ongoing policy stand-off 
between states and FERC/PJM. Our multiple is a quarter turn below what we use for PEG 
reflecting EXC’s greater reliance on merchant nuclear. For Corporate, the first of our two 
valuations puts 10x on corporate EBITDA and deducts corporate debt at face value (more 
conservative). In the second slightly higher valuation, we capitalize the corporate drag on a P/E 
based on the average used for the utilities which this debt arguably exclusively supports. 
 

Figure 6: Exelon – Vertical Research Valuation 

 

Source: Vertical Research Partners. Notes: Consolidated equity values per share shown rounded to nearest 25 cents. Pricing for 

reported years shown as of relevant year-end. 
 

  

Valuation Value 

Segment Metric FY2022E Multiple Ent. Val. Less Debt Plus Cash Equity $/Sh. 

ComEd Uti l i ty P/E $0.85 19.5x        16,147 $16

PECO Uti l i ty P/E $0.58 20.5x        11,571 $12

BGE Uti l i ty P/E $0.47 20.5x        9,362 $10

PHI Uti l i ty P/E $0.62 20.0x        12,164 $12

Exelon Utilities $2.51 20.0x        49,244 $50

ExGen - Excluding ZECs EV/EBITDA 1,639 7.25x        11,883

ExGen - ZECs EV/EBITDA 601 3.6x          2,178

ExGen Total 2,240 6.3x          14,061 (5,351) 469 9,179 $9

Corporate EV/EBITDA 97 10.0x        970 (6,873) 68 (5,835) ($6)

Total Equity Value P/E $2.95 18.2x        52,589

Diluted Average Shares (FY2022E) 981

Equity Value Per Share $54

Valuation Value 

Segment Metric FY2022E Multiple Ent. Val. Less Debt Plus Cash Equity $/Sh. 

ComEd Uti l i ty P/E $0.85 19.5x        16,147 $16

PECO Uti l i ty P/E $0.58 20.5x        11,571 $12

BGE Uti l i ty P/E $0.47 20.5x        9,362 $10

PHI Uti l i ty P/E $0.62 20.0x        12,164 $12

Exelon Utilities $2.51 20.0x        49,244 $50

ExGen - Excluding ZECs EV/EBITDA 1,639 7.25x        11,883

ExGen - ZECs EV/EBITDA 601 3.6x          2,178

ExGen Total 2,240 6.3x          14,061 (5,351) 469 9,179 $9

Corporate P/E ($0.23) 20.0x        (4,429) ($5)

Total Equity Value P/E $2.95 18.7x        53,995

Diluted Average Shares (FY2022E) 981

Equity Value Per Share $55

Valuation Components($MM)

Valuation Components($MM)

Figure 5: Power exposure 
reflected in ~20% discount 

 

Source: FactSet and Vertical Research Partners 

Note: Current discount of -21% and prior Q1 declines 

reflect EXC reporting earnings earlier than peers. FY3 for 

EXC is currently 2022 vs. 2021 for S&P Utilities. On an 

equivalent 2022E basis discount is -17%. 
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Exelon Model 

Figure 7: Exelon – Income Statement & Balance Sheet 

 
 

 

 

Source: Company Reports and Vertical Research Partners 
 

  

Exelon Corporation (Nasdaq: EXC)

Consolidated Income Statement FY2017A FY2018A FY2019A FY2020E FY2021E FY2022E FY2023E

Operating Revenue 33,701 36,248 34,441 33,611 33,376 33,235 33,455

Fuel  & Purchased Power (13,963) (16,632) (15,273) (14,627) (14,258) (13,940) (13,819)

Gross Margin 19,738 19,616 19,168 18,984 19,117 19,295 19,635

O&M Expense (9,440) (9,065) (8,652) (8,500) (8,465) (8,432) (8,399)

Other Income / (Expense) (1,311) (1,261) (1,222) (1,228) (1,302) (1,375) (1,430)

EBITDA 8,987 9,290 9,294 9,256 9,351 9,488 9,806

Depreciation & Amortization (3,576) (3,800) (3,938) (3,925) (4,136) (4,267) (4,381)

EBIT 5,411 5,490 5,356 5,330 5,215 5,221 5,425

Interest Income / (Expense) (1,502) (1,529) (1,578) (1,588) (1,635) (1,693) (1,718)

Other -- -- -- -- -- -- -- 

Earnings Before Taxes 3,909 3,961 3,778 3,742 3,580 3,528 3,708

Income Tax Charge (1,441) (720) (618) (645) (619) (605) (637)

Effective Tax Rate 36.9% 18.2% 16.4% 17.2% 17.3% 17.1% 17.2%

Preferred Dividends 0 0 0 (4) (4) (4) (4)

Minori ty & Other 3 (215) (20) (24) (24) (24) (24)

Net Income - Operating 2,471 3,026 3,140 3,070 2,933 2,895 3,043

Adjustments , Net 1,299 (1,016) (204) 0 0 0 0

Net Income - GAAP 3,770 2,010 2,936 3,070 2,933 2,895 3,043

EPS - Operating $2.60 $3.12 $3.22 $3.15 $3.00 $2.95 $3.10

EPS - GAAP $3.97 $2.07 $3.01 $3.15 $3.00 $2.95 $3.10

DPS - Paid $1.31 $1.38 $1.45 $1.53 $1.61 $1.69 $1.77

Payout Ratio 50% 44% 45% 49% 54% 57% 57%

End of Period Shares (MM) 963 968 973 975 977 979 980

Diluted Average Shares (MM) 949 969 974 975 978 981 982

Exelon Corporation (Nasdaq: EXC)

Consolidated Balance Sheet FY2017A FY2018A FY2019A FY2020E FY2021E FY2022E FY2023E

Cash and Cash Equiva lents 898 1,349 587 1,709 2,000 1,353 1,920

Accounts  Receivable, net 5,577 5,863 6,175 5,173 5,291 5,140 5,174

Other 5,421 6,148 5,275 5,275 5,275 5,275 5,275

Total Current Assets 11,896 13,360 12,037 12,157 12,566 11,768 12,369

Net Property, Plant & Equipment 74,202 76,707 80,233 82,658 84,762 86,759 88,568

Long-Term Investments 640 625 464 512 512 512 512

Other 30,032 28,974 32,243 32,243 32,243 32,243 32,199

Total Assets 116,770 119,666 124,977 127,570 130,083 131,282 133,648

Short-Term Debt 929 714 1,370 974 974 974 974

Long-Term Debt, Current 2,088 1,349 4,710 1,489 2,973 846 833

Accounts  Payable 3,537 3,805 3,565 3,365 3,392 3,308 3,302

Other  4,244 5,536 4,540 4,540 4,540 4,540 4,540

Total Current Liabilities 10,798 11,404 14,185 10,368 11,880 9,668 9,649

Deferred Taxes 11,235 11,330 12,351 12,531 12,711 12,891 13,071

Pens ion & Benefi ts 5,829 5,916 6,323 5,723 5,123 4,523 3,923

Environmental  Costs  & AROs 10,029 9,679 10,846 10,996 11,146 11,296 11,446

Other   14,127 13,802 14,980 16,555 16,555 16,555 16,555

Total Non-Current Liabilities 41,220 40,727 44,500 45,805 45,535 45,265 44,995

Long-Term Debt 32,565 34,465 31,719 35,290 35,246 37,730 39,123

Preferred Stock -- -- -- -- -- -- -- 

Minori ty Interest -- -- -- -- -- -- -- 

Shareholders ' Equity 32,187 33,070 34,573 36,106 37,422 38,619 39,882

Total Liabilities & Capitalization 116,770 119,666 124,977 127,570 130,083 131,282 133,648
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Figure 8: Exelon – Cash Flow & Credit 

 
 

 

 

Source: Company Reports and Vertical Research Partners 
 

 

  

Exelon Corporation (Nasdaq: EXC)

Consolidated Cash Flow Statement FY2017A FY2018A FY2019A FY2020E FY2021E FY2022E FY2023E

Net Income - GAAP 3,849 2,084 3,028 3,074 2,937 2,899 3,047

Depreciation & Amortization 5,427 5,971 5,780 5,865 6,036 6,167 6,281

Deferred Taxes (361) (106) 681 180 180 180 180

Other Operating Cash Flow 380 1,715 346 (600) (600) (600) (600)

Working Capita l  Changes (1,815) (1,020) (3,176) 802 (91) 67 (40)

Operating Cash Flow 7,480 8,644 6,659 9,321 8,462 8,714 8,867

Capita l  Expenditure (7,584) (7,594) (7,248) (8,290) (8,140) (8,165) (8,090)

Investments , net 11 (63) 12 (48) 0 0 0

Other Investing Cash Flow (361) (177) (24) 0 0 0 0

Investing Cash Flow (7,934) (7,834) (7,260) (8,338) (8,140) (8,165) (8,090)

Changes  in ST Debt (340) (213) 656 (396) 0 0 0

Changes  in LT Debt 680 1,329 664 350 1,440 357 1,380

Preferred Stock (Net) -- -- -- -- -- -- -- 

Equity Issuance (Net) 1,300 105 112 100 100 100 100

Preferred Dividends -- -- -- -- -- -- -- 

Common Dividends (1,236) (1,332) (1,408) (1,490) (1,571) (1,653) (1,734)

Other Financing Cash Flow 313 (108) (82) 1,575 0 0 0

Financing Cash Flow 717 (219) (58) 139 (31) (1,196) (254)

Other Cash Flow -- (432) (103) 0 0 0 44

Opening Cash & Equiva lents 635 1,190 1,349 587 1,709 2,000 1,353

Clos ing Cash & Equiva lents 898 1,349 587 1,709 2,000 1,353 1,920

Net Cash Flow 263 159 (762) 1,122 291 (647) 567

Unlevered Free Cash Flow 1,398 2,579 989 2,619 1,957 2,242 2,495

Free Cash Flow (Excl . Working Capita l ) 1,711 2,070 2,587 229 413 481 818

FCF to Equity after Dividends 475 738 1,179 (1,261) (1,158) (1,171) (916)

Exelon Corporation (Nasdaq: EXC)

Credit & Other Metrics FY2017A FY2018A FY2019A FY2020E FY2021E FY2022E FY2023E

Net Debt (GAAP) 34,684 35,179 37,212 36,044 37,193 38,197 39,010

Minori ty & Preferred 0 0 0 0 0 0 0

Shareholders ' Equity 32,187 33,070 34,573 36,106 37,422 38,619 39,882

Total Capitalization 66,871 68,249 71,785 72,150 74,615 76,816 78,891

Adjusted Net Debt 34,684 35,179 37,212 36,044 37,193 38,197 39,010

Adjusted Capitalization 66,871 68,249 71,785 72,150 74,615 76,816 78,891

EBITDA - Income Statement 8,987 9,290 9,294 9,256 9,351 9,488 9,806

Leases  & Other Adjustments 0 0 0 0 0 0 0

EBITDA - Adjusted 8,987 9,290 9,294 9,256 9,351 9,488 9,806

Net Debt  / Capita l i zation - GAAP 51.9% 51.5% 51.8% 50.0% 49.8% 49.7% 49.4%

Net Debt / Capita l i zation - Adjusted 51.9% 51.5% 51.8% 50.0% 49.8% 49.7% 49.4%

Net Debt: EBITDA - GAAP 3.9x           3.8x           4.0x           3.9x           4.0x           4.0x           4.0x           

Net Debt: EBITDA - Adjusted 3.9x           3.8x           4.0x           3.9x           4.0x           4.0x           4.0x           

EBITDA / Interest 6.0x           6.1x           5.9x           5.8x           5.7x           5.6x           5.7x           

Retained Cash Flow / CapEx 0.8x           1.0x           0.7x           0.9x           0.8x           0.9x           0.9x           

Recurring Net Income 2,471 3,026 3,140 3,070 2,933 2,895 3,043

Total  Assets  (Average) 115,837 118,218 122,322 126,273 128,826 130,682 132,465

Return on Assets  - ROA 2.1% 2.6% 2.6% 2.4% 2.3% 2.2% 2.3%

Recurring NOPAT 3,416 4,492 4,480 4,412 4,314 4,326 4,494

Capita l  Employed (Average) 65,647 68,684 70,985 73,116 75,237 77,392 79,490

Return on Capita l  Employed - ROCE 5.2% 6.5% 6.3% 6.0% 5.7% 5.6% 5.7%

Recurring Net Income 2,471 3,026 3,140 3,070 2,933 2,895 3,043

Shareholders ' Equity (Average) 29,900 32,629 33,822 35,340 36,764 38,021 39,250

Return on Equity - ROE 8.3% 9.3% 9.3% 8.7% 8.0% 7.6% 7.8%

Book Value per Share $33.42 $34.16 $35.53 $37.04 $38.31 $39.47 $40.68
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Figure 9: Exelon – Valuation & Growth 

 

Source: Company Reports and Vertical Research Partners. Note: Pricing for reported years shown as of relevant year-end. 
 

 
 

Exelon Corporation (Nasdaq: EXC)

Valuation & Growth Metrics FY2017A FY2018A FY2019A FY2020E FY2021E FY2022E FY2023E

Di luted EPS - Operating $2.60 $3.12 $3.22 $3.15 $3.00 $2.95 $3.10

Di luted EPS - GAAP $3.97 $2.07 $3.01 $3.15 $3.00 $2.95 $3.10

DPS - Period End Rate $1.31 $1.38 $1.45 $1.53 $1.61 $1.69 $1.77

Payout Ratio 50.4% 44.2% 45.0% 48.6% 53.7% 57.2% 57.1%

Op. CFPS (Excl . Working Capita l ) $9.79 $9.97 $10.10 $8.74 $8.74 $8.82 $9.07

Free CFPS (Excl . Working Capita l ) $1.80 $2.14 $2.66 $0.23 $0.42 $0.49 $0.83

Pricing Date 12/31/2017 12/31/2018 12/31/2019 2/21/2020 2/21/2020 2/21/2020 2/21/2020

Stock Price - $/Sh $39.41 $45.10 $45.59 $49.72 $49.72 $49.72 $49.72

P/E - Operating 15.2x         14.5x         14.2x         15.8x         16.6x         16.8x         16.1x         

P/E - GAAP 9.9x           21.8x         15.1x         15.8x         16.6x         16.8x         16.1x         

P/CF 4.0x           4.5x           4.5x           5.7x           5.7x           5.6x           5.5x           

P/BV 1.2x           1.3x           1.3x           1.3x           1.3x           1.3x           1.2x           

Market Capita l i zation 37,952 43,657 44,359 48,470 48,562 48,654 48,746

Adjusted Net Debt 34,684 35,179 37,212 36,044 37,193 38,197 39,010

Enterprise Value - EV 72,636 78,836 81,571 84,513 85,755 86,851 87,755

Adjusted EBITDA 8,987 9,290 9,294 9,256 9,351 9,488 9,806

Adjusted EV/EBITDA 8.1x           8.5x           8.8x           9.1x           9.2x           9.2x           8.9x           

Dividend Yield 3.3% 3.1% 3.2% 3.1% 3.2% 3.4% 3.6%

Operating Earnings  Yield 6.6% 6.9% 7.1% 6.3% 6.0% 5.9% 6.2%

Free Cash Flow Yield 4.6% 4.7% 5.8% 0.5% 0.9% 1.0% 1.7%

Revenue Growth (Y/Y) 5.6% 7.6% -5.0% -2.4% -0.7% -0.4% 0.7%

EBITDA Growth 7.1% 3.4% 0.0% -0.4% 1.0% 1.5% 3.3%

Net Income - Operating -0.7% 22.5% 3.8% -2.2% -4.4% -1.3% 5.1%

Operating EPS -3.0% 20.0% 3.2% -2.2% -4.8% -1.5% 4.9%

DPS 3.0% 5.3% 5.1% 5.5% 5.2% 5.0% 4.7%

ROCE 5.2% 6.5% 6.3% 6.0% 5.7% 5.6% 5.7%

Cost of Debt (After-Tax) 2.7% 3.5% 3.6% 3.5% 3.5% 3.6% 3.5%

Cost of Equity (1/PE Ratio) 6.6% 6.9% 7.1% 6.3% 6.0% 5.9% 6.2%

WACC 4.6% 5.1% 5.2% 4.9% 4.8% 4.8% 4.9%

Calculated EVA 428 961 758 824 720 644 601

Calculated EVA/Share $0.45 $0.99 $0.78 $0.85 $0.74 $0.66 $0.61
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Prior (Dec-20): $47.00

Energy MLPs

Jeremy Tonet, CFA AC
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jeremy.b.tonet@jpmorgan.com

Bloomberg JPMA TONET <GO>

Richard W Sunderland

(1-212) 622-2869

richard.w.sunderlandiii@jpmorgan.com

Peter Giannuzzi Jr, CFA

(1-212) 622-4214

peter.giannuzzijr@jpmchase.com

J.P. Morgan Securities LLC

Key Changes (FYE Dec)

Prev Cur
Adj. EPS - 20E ($) 2.94 3.09
Adj. EPS - 21E ($) 2.85 2.92

Quarterly Forecasts (FYE Dec)

Adj. EPS ($)
2019A 2020E 2021E

Q1 0.87 0.83
Q2 0.60 0.63
Q3 0.92 0.89
Q4 0.83 0.74
FY 3.22 3.09 2.92

Style Exposure

Sources for: Style Exposure – J.P. Morgan Quantitative and Derivatives Strategy; all other tables are company data and J.P. Morgan estimates.

See page 5 for analyst certification and important disclosures.
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that 
the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 
factor in making their investment decision.

Current Hist %Rank (1=Top)

%Rank 6M 1Y 3Y 5Y

Value 7 8 8 4 7

Growth 89 72 27 69 79

Momentum 86 79 23 36 63

Quality 49 61 63 53 4

Low Vol 36 11 7 61 71

ESGQ 13 8 12 17 1

Quant 

Factors

We are updating our model to account for Q4 earnings results.  Please 
see changes below.
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Price Performance

YTD 1m 3m 12m
Abs 8.8% 4.7% 9.3% 3.0%
Rel 4.0% 3.0% 0.8% -18.8%

Company Data

Shares O/S (mn) 974
52-week range ($) 51.18-43.42
Market cap ($ mn) 48,553.90
Exchange rate 1.00
Free float(%) 99.8%
3M - Avg daily vol (mn) 6.22
3M - Avg daily val ($ mn) 286.6
Volatility (90 Day) 16
Index S&P 500
BBG BUY|HOLD|SELL 14|6|1

Key Metrics (FYE Dec)

$ in millions FY19A FY20E FY21E FY22E
Financial Estimates

Revenue 34,441 34,667 34,674 34,772
Adj. EBITDA 9,294 9,059 9,090 9,360
Adj. EBIT 5,356 5,177 5,066 5,245
Adj. net income 3,140 3,010 2,852 2,974
Adj. EPS 3.22 3.09 2.92 3.04
BBG EPS 3.11 3.09 2.97 3.08
Cashflow from operations 6,659 7,768 7,869 7,877
FCFF 731 849 1,174 1,246

Margins and Growth
Revenue growth (5.0%) 0.7% 0.0% 0.3%
EBITDA margin 27.0% 26.1% 26.2% 26.9%
EBITDA growth 0.0% (2.5%) 0.3% 3.0%
EBIT margin 15.6% 14.9% 14.6% 15.1%
Net margin 9.1% 8.7% 8.2% 8.6%
Adj. EPS growth 3.2% (4.2%) (5.4%) 4.1%

Ratios
Adj. tax rate 16.4% 15.7% 16.0% 15.3%
Interest cover 5.9 5.6 5.4 5.4
Net debt/Equity 1.1 1.1 1.1 1.1
Net debt/EBITDA 3.9 4.3 4.4 4.5
ROCE 6.5% 6.1% 5.8% 5.8%
ROE 10.0% 9.1% 8.3% 8.3%

Valuation
FCFF yield 1.5% 1.7% 2.4% 2.6%
Dividend yield 2.9% 3.1% 3.2% 3.3%
EV/EBITDA 7.6 8.1 8.2 8.2
Adj. P/E 15.5 16.1 17.1 16.4

Summary Investment Thesis and Valuation

Exelon is poised to benefit from ~7% rate base growth at its 
regulated utility portfolio, and we expect generally consistent 
earned ROEs to translate into strong earnings growth at the 
segment as well.

However, ExGen faces an unclear path on its continued effort 
for nuclear support legislation in IL despite what appears to be 
broad stakeholder support, and together with FERC’s effort to 
reform PJM capacity markets this creates uncertainty for long-
term cash flows.  Additionally, energy price weakness 
eliminates earnings growth through ’22 absent a rebound in 
forward markets.  EXC is under pressure to close or sell 
ExGen assets absent visibility on both these fronts.

December 2020 price target of $51 is based on a SOTP 
valuation using our 2020 estimates. We use an average 22.0x 
P/E multiple for the regulated utility and corporate business 
segments. ExGen is valued using a 5.0x open EV/EBITDA 
multiple and adjusted for hedged mark-to-market margins. 
The value of IL, NY, and NJ ZECs with a 5% discount is also 
included in our price target. 

Performance Drivers

Source: J.P. Morgan Quantitative and Derivatives Strategy for Performance Drivers; company data, Bloomberg and J.P. Morgan estimates for all other tables.
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Investment Thesis, Valuation and Risks

Exelon Corp. (Neutral; Price Target: $51.00)

Investment Thesis 

Exelon is poised to benefit from ~7% rate base growth at its regulated utility 
portfolio, and we expect generally consistent earned ROEs to translate into strong 
earnings growth at the segment as well.  However, ExGen faces an unclear path on 
its continued effort for nuclear support legislation in IL despite what appears to be 
broad stakeholder support, and together with FERC’s effort to reform PJM capacity 
markets this creates uncertainty for long-term cash flows.  Additionally, energy price 
weakness eliminates earnings growth through ’22 absent a rebound in forward 
markets.  EXC is under pressure to close or sell ExGen assets absent visibility on 
both these fronts.

Valuation

We raise our December 2020 price target to $51, from prior $47. Our valuation is 
based on a sum-of-the-parts analysis using our 2020 forecasts. We use an average 
22.0x P/E multiple for the regulated utility and corporate business segments. ExGen 
is valued using a 5.0x open EV/EBITDA multiple based on independent power
producer peers and adjusted for hedged mark-to-market margins. The value of IL, 
NY, and NJ ZECs with a 5% discount is also included in our price target. The higher
price target is due to increased peer average multiples versus prior. 

Risks to Rating and Price Target

 Regulated electric and gas utilities are subject to strict federal and state regulation, 
including determinations of allowed revenues. Any change to regulations may 
cause future earnings power to differ materially from current expectations.

 A portion of the company’s earnings are derived from wholesale power sales in 
deregulated markets. Changes in the price of natural gas are highly correlated to 
the price of electricity and impact revenues accordingly. Additionally, changes in 
the price of fuel or fuel transportation such as coal or rail services may have a 
material impact on gross margin.

 The company operates a fleet of nuclear power plants, exposing it to strict 
regulatory requirements regarding the operation and maintenance of plants. 
Changes to these requirements could significantly increase costs, resulting in a 
change to our earnings expectations.
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Exelon Corp.: Summary of Financials
Income Statement - Annual FY18A FY19A FY20E FY21E FY22E Income Statement - Quarterly 1Q20E 2Q20E 3Q20E 4Q20E
Revenue 36,248 34,441 34,667 34,674 34,772 Revenue 9,582 7,725 8,845 8,516
COGS (16,632) (15,273) (16,376) (16,376) (16,176) COGS (4,872) (3,344) (4,146) (4,013)

Gross profit 19,616 19,168 18,291 18,298 18,596 Gross profit 4,709 4,380 4,699 4,503

SG&A (10,847) (10,384) (10,553) (10,530) (10,558) SG&A (2,725) (2,614) (2,623) (2,591)

Adj. EBITDA 9,290 9,294 9,059 9,090 9,360 Adj. EBITDA 2,315 2,096 2,406 2,242

D&A (3,800) (3,938) (3,882) (4,024) (4,115) D&A (962) (972) (978) (971)

Adj. EBIT 5,490 5,356 5,177 5,066 5,245 Adj. EBIT 1,353 1,125 1,428 1,272

Net Interest (1,529) (1,578) (1,608) (1,672) (1,735) Net Interest (395) (401) (404) (408)

Adj. PBT 3,961 3,778 3,569 3,394 3,510 Adj. PBT 958 724 1,024 863

Tax (720) (618) (559) (541) (536) Tax (149) (110) (158) (142)

Minority Interest (215) (20) 0 0 0 Minority Interest 0 0 0 0
Adj. Net Income 3,026 3,140 3,010 2,852 2,974 Adj. Net Income 809 614 866 721

.

Reported EPS 3.12 3.22 3.09 2.92 3.04 Reported EPS 0.83 0.63 0.89 0.74

Adj. EPS 3.12 3.22 3.09 2.92 3.04 Adj. EPS 0.83 0.63 0.89 0.74

DPS 1.38 1.45 1.53 1.59 1.65 DPS 0.38 0.38 0.38 0.38

Payout ratio 44.2% 45.0% 49.6% 54.5% 54.5% Payout ratio 46.1% 60.7% 43.1% 51.8%

Shares outstanding 969 974 975 977 979 Shares outstanding 974 975 975 976

.

Balance Sheet & Cash Flow Statement FY18A FY19A FY20E FY21E FY22E Ratio Analysis FY18A FY19A FY20E FY21E FY22E
Cash and cash equivalents 1,781 1,122 0 0 0 Gross margin 54.1% 55.7% 52.8% 52.8% 53.5%

Accounts receivable 5,863 6,175 6,175 6,175 6,175 EBITDA margin 25.6% 27.0% 26.1% 26.2% 26.9%

Other current assets 11,579 10,915 11,329 11,734 12,139 EBIT margin 15.1% 15.6% 14.9% 14.6% 15.1%

Current assets 13,360 12,037 11,329 11,734 12,139 Net profit margin 8.3% 9.1% 8.7% 8.2% 8.6%

PP&E 76,707 80,233 84,626 88,702 92,687

Other non current assets 29,599 32,707 31,976 31,120 30,463 ROE 10.0% 10.0% 9.1% 8.3% 8.3%

Total assets 119,666 124,977 127,931 131,555 135,289 ROA 2.6% 2.6% 2.4% 2.2% 2.2%

ROCE 6.8% 6.5% 6.1% 5.8% 5.8%

Short term borrowings 2,063 6,080 6,080 6,080 6,080 SG&A/Sales 29.9% 30.2% 30.4% 30.4% 30.4%

Payables 3,800 3,560 3,560 3,560 3,560 Net debt/equity 1.1 1.1 1.1 1.1 1.1

Other short term liabilities 5,541 4,545 4,545 4,545 4,545

Current liabilities 11,404 14,185 14,185 14,185 14,185 P/E (x) 16.0 15.5 16.1 17.1 16.4

Long-term debt 34,465 31,719 32,495 34,179 35,921 P/BV (x) 1.6 1.5 1.4 1.4 1.3

Other long term liabilities 75,192 76,219 77,554 79,779 82,057 EV/EBITDA (x) 7.4 7.6 8.1 8.2 8.2

Total liabilities 86,596 90,404 91,739 93,964 96,242 Dividend Yield 2.8% 2.9% 3.1% 3.2% 3.3%

Shareholders' equity 30,764 32,224 33,843 35,242 36,698

Minority interests 2,306 2,349 2,349 2,349 2,349 Sales/Assets (x) 0.3 0.3 0.3 0.3 0.3

Total liabilities & equity 119,666 124,977 127,931 131,555 135,289 Interest cover (x) 6.1 5.9 5.6 5.4 5.4

BVPS 31.78 33.12 34.71 36.08 37.50 Operating leverage 19.3% 49.0% (508.8%) (10421.1%) 1255.5%

y/y Growth 2.5% 4.2% 4.8% 3.9% 3.9%

Net debt/(cash) 34,747 36,677 38,575 40,259 42,001 Revenue y/y Growth 7.6% (5.0%) 0.7% 0.0% 0.3%

EBITDA y/y Growth 3.4% 0.0% (2.5%) 0.3% 3.0%

Cash flow from operating activities 8,644 6,659 7,768 7,869 7,877 Tax rate 18.2% 16.4% 15.7% 16.0% 15.3%

o/w Depreciation & amortization 5,971 5,780 4,707 4,849 4,740 Adj. Net Income y/y Growth 22.5% 3.8% (4.1%) (5.2%) 4.3%

o/w Changes in working capital (1,020) (3,176) (414) (405) (405) EPS y/y Growth 19.9% 3.2% (4.2%) (5.4%) 4.1%

Cash flow from investing activities (7,834) (7,260) (8,275) (8,100) (8,100) DPS y/y Growth - - - - -

o/w Capital expenditure (7,594) (7,248) (8,275) (8,100) (8,100)

as % of sales 21.0% 21.0% 23.9% 23.4% 23.3%

Cash flow from financing activities (219) (58) (615) 231 223

o/w Dividends paid (1,332) (1,408) (1,491) (1,553) (1,619)

o/w Net debt issued/(repaid) 1,329 664 776 1,684 1,742

Net change in cash 591 (659) (1,122) 0 (0)

Adj. Free cash flow to firm 2,301 731 849 1,174 1,246

y/y Growth 168.7% (68.2%) 16.2% 38.3% 6.1%

Source: Company reports and J.P. Morgan estimates.

Note: $ in millions (except per-share data).Fiscal year ends Dec. o/w - out of which
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research 
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document 
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views 
expressed in this report accurately reflect the research analyst’s personal views about any and all of the subject securities or issuers; and 
(2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations 
or views expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, if applicable, 
they also certify, as per KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, 
without undue influence or intervention.

All authors named within this report are research analysts unless otherwise specified. In Europe, Sector Specialists may be shown on this 
report as contacts but are not authors of the report or part of the Research Department.

Important Disclosures

  Market Maker/ Liquidity Provider: J.P. Morgan is a market maker and/or liquidity provider in the financial instruments of/related to 
Exelon Corp..

  Client: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients: Exelon Corp..

  Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as investment 
banking clients: Exelon Corp..

  Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following 
entity(ies) as clients, and the services provided were non-investment-banking, securities-related: Exelon Corp..

  Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients, and 
the services provided were non-securities-related: Exelon Corp..

  Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation for investment banking services 
from Exelon Corp..

  Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking 
services in the next three months from Exelon Corp..

  Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services 
other than investment banking from Exelon Corp..

  Debt Position: J.P. Morgan may hold a position in the debt securities of Exelon Corp., if any.

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for 
compendium reports and all J.P. Morgan–covered companies by visiting https://www.jpmm.com/research/disclosures, calling 1-800-477-
0406, or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative 
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-
0406 or e-mail research.disclosure.inquiries@jpmorgan.com.
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Date Rating Price ($) Price Target 
($)

11-Apr-17 OW 35.81 41

03-May-17 OW 34.46 40

16-May-17 OW 34.70 39

18-Sep-17 OW 37.61 40

12-Oct-17 OW 38.46 42

09-Nov-17 OW 41.32 45

17-Jan-18 OW 38.47 42

20-Feb-18 OW 37.78 40

10-Apr-18 OW 38.59 41

08-May-18 OW 41.30 42

11-Jul-18 OW 42.17 44

16-Aug-18 OW 43.63 45

09-Oct-18 N 44.01 48

19-Feb-19 N 48.26 51

15-Apr-19 N 49.70 52

09-May-19 N 48.58 51

02-Aug-19 N 44.40 49

13-Oct-19 N 47.51 52

05-Nov-19 N 44.50 49

15-Jan-20 N 45.81 47

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire 
period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if 
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy 
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a 
recommendation or a rating. In our Asia (ex-Australia and ex-India) and U.K. small- and mid-cap equity research, each stock’s expected 
total return is compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it 
does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. 
Morgan’s research website, www.jpmorganmarkets.com. 

Coverage Universe: Tonet, Jeremy: AltaGas Ltd (ALA.TO), American Electric Power (AEP), Antero Midstream Corp (AM), Atmos 
Energy (ATO), BP Midstream Partners LP (BPMP), CNX Midstream Partners LP (CNXM), CenterPoint Energy, Inc. (CNP), Cheniere 
Energy Partners, L.P. (CQP), Cheniere Energy, Inc. (LNG), Consolidated Edison Inc. (ED), Crestwood Equity Partners LP (CEQP), DCP 
Midstream, LP (DCP), Dominion Energy Inc (D), Duke Energy Corp. (DUK), EQM Midstream Partners LP (EQM), Edison International 
(EIX), EnLink Midstream, LLC (ENLC), Enable Midstream Partners, LP (ENBL), Enbridge Inc (ENB.TO), Energy Transfer LP (ET), 
Entergy Corp. (ETR), Enterprise Products Partners L.P. (EPD), Eversource Energy (ES), Exelon Corp. (EXC), FirstEnergy (FE), Gibson 
Energy Inc. (GEI.TO), Hess Midstream LP (HESM), Holly Energy Partners, L.P. (HEP), IEnova (IENOVA.MX), Inter Pipeline Ltd. 
(IPL.TO), Kinder Morgan, Inc. (KMI), MPLX LP (MPLX), Magellan Midstream Partners, L.P. (MMP), NextEra Energy Inc. (NEE), 
Nextera Energy Partners (NEP), Noble Midstream Partners LP (NBLX), Nustar Energy L.P. (NS), ONEOK, Inc. (OKE), Oasis 
Midstream Partners LP (OMP), Pembina Pipeline Corp (PPL.TO), Phillips 66 Partners LP (PSXP), Plains All American Pipeline, L.P. 
(PAA), Plains GP Holdings, L.P. (PAGP), Public Service Enterprise Group (PEG), Rattler Midstream LP (RTLR), Sempra Energy (SRE), 
Shell Midstream Partners, L.P. (SHLX), TC Energy Corp (TRP.TO), TC Pipelines, LP (TCP), Targa Resources Corp. (TRGP), The 
Southern Company (SO), The Williams Companies, Inc. (WMB), USA Compression Partners, LP (USAC), Western Midstream Partners 
LP (WES), Xcel Energy (XEL)
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Exelon Corp. (EXC, EXC US) Price Chart
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.

Initiated coverage May 25, 2001. All share prices are as of market close on the previous business day.
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J.P. Morgan Equity Research Ratings Distribution, as of January 02, 2020

Overweight
(buy)

Neutral
(hold)

Underweight
(sell)

J.P. Morgan Global Equity Research Coverage 45% 41% 15%
IB clients* 51% 47% 39%

JPMS Equity Research Coverage 43% 42% 14%
IB clients* 75% 64% 56%

*Percentage of subject companies within each of the "buy," "hold" and "sell" categories for which J.P. Morgan has provided investment banking services 
within the previous 12 months. Please note that the percentages might not add to 100% because of rounding.
For purposes only of FINRA ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating 
category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above. 
This information is current as of the end of the most recent calendar quarter.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered 
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst 
or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com. For material information about the proprietary 
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Price Target Change

Exelon Corporation
Mayday; We Don't Expect Legislative Action in Illinois
This Spring

Rating Neutral
Previous Rating No Change

Price (2/19) $49.60
Price Target $49.00
Previous Price Target $47.00

Summary

Ongoing uncertainty with respect to the implementation of FERC’s MOPR rules
leads us to conclude that legislative action this spring on a fixed resources
requirement auction is unlikely. FERC recently granted a request for rehearing
of its MOPR order, creating uncertainty as to how generating plants are expected
to bid into future auctions. We reiterate our Neutral rating and revise our price
target to $49 based on updated market multiples.

Key�Points

■ We are updating our forecast model to include 2019 actual results and
recent capital spending and rate base revisions by the company. Our 2022
consolidated estimate remains unchanged at $2.92.

■ While capital spending levels have increased by $2.0 billion, estimated rate
base in 2022 remains unchanged from prior disclosures.

■ According to Crain's Chicago Business, various Exelon executives have
resigned or have provided notice of their future retirement in the wake of the
federal investigation into the company’s lobbying practices.

Key Data
Symbol EXC (NYSE)

52-Week Range $51.18 - $43.42

Market Cap ($mm) $48,110

Shares Outstanding (mm) 970.0

Float 968.1

Average Daily Volume 6,259,179

Dividend/Yield $1.45/2.9%

Fiscal Year-End: Dec 31

2018A       2019A       2020E
Prior Curr Prior Curr

Earnings per Share ($)
1Q – – – – –

2Q – – – – –

3Q – – – – –

4Q – – – – –

Yr 3.12A 3.15A 3.22A 2.93E 3.10E
P/E 15.9x – 15.4x – 16.0x
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PLEASE REFER TO PAGE 9 OF THIS REPORT FOR IMPORTANT DISCLOSURE AND ANALYST CERTIFICATION
INFORMATION. Mizuho Securities USA LLC does and seeks to do business with companies covered in  its research reports.
As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in making their investment decision.
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Legislative Update 

The recent action by FERC to grant rehearing of its minimum offer price rules 

(MOPR) makes it unlikely that Illinois will adopt legislation establishing a separate 

Illinois capacity auction during the regular legislative session ending in May 2020, in 

our view. It now appears unlikely that Illinois legislators will be able to make an 

informed decision until FERC and PJM clarify the bidding rules for upcoming PJM 

auctions. Under a best case scenario, PJM would have submitted proposed rules to 

the FERC in Mid-March with the FERC having 60 days to respond. Under this 

timeline, final rules would not be in place until mid-May which is close to the end of 

the legislative session. The recent decision by FERC to grant the rehearing request 

will further slow the establishment of final rules. 

In March 2019, the Clean Energy Progress Act was introduced into the Illinois State 

Legislature. The proposed legislation woud empower the Illinois Power Authority 

(IPA) to conduct capacity auctions outside of PJM, while utilizing the fixed resource 

requirement provisions (FRR) in PJM’s taiffs. The proposal would: 

 allow the IPA to procure capacity directly from clean energy sources that 

have previously sold ZEC’s or REC’s. 

 establish a 100% carbon free goal for power by 2032. 

 implement reforms in the Illinolis retail markets.  

The proposed legislation was drafted in response to PJM’s proposed changes in its 

minimum offer price rule (MOPR) that would have subjected subsidized plants 

(including nuclear units with ZEC’s and new renewable units with REC’s) to 

minimum bidding rules in the auction. On February 18, 2020, the FERC granted a 

request for rehearing in its MOPR proceeding creating additional uncertainty 

surrounding bidding practices in future PJM auctions. 

Illinois Investigations Update 

Exelon has received a number of subpoenas from the US Attorney’s Office for the 

Northern District of Illinois last year and was informed by the SEC that an 

investigation into the company’s lobbying activities was opened. According to its 10-

K, Exelon believes it has cooperated fully, but can’t predict the outcome of the 

investigations and could face criminal or civil penalties, sanctions, or other, unknown 

remedial measures. No loss contingency has been booked as the 10-K states that “this 

contingency is neither probable nor reasonably estimable at this time.”  

According to Crain’s Chicago Business, a number of Exelon executives, including 

lobbying VP Marlow Colvin, SVP Fidel Marquez and Exelon Utilities SVP Val 

Jensen have left the company. According to the article, Exelon’s EVP and Chief Risk 

Officer, Paymon Allabadi and SVP Audit and Controls Ken Robinson are also 

resigning and Exelon’s Head of Corporate Affairs, Maggie Fitzpatrick, is set to retire 

from the company in June. This follows Anne Pramaggiore’s resignation last year. 

Exelon Corporation
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Capital Spending and Rate Base Update 

Exelon updated its capital spending and rate base projections in its 4Q19 earnings 

presentation. Exhibit 2 provides a comparison of capex and rate base estimates to the 

disclosures provided after the third quarter 2019 earnings call.  

Exhibit 1: Capex and Rate Base Update  

 
 

Source: Company reports, MSUSA 

While capital spending increased by $2.0 billion during the 2019-22 period, 

estimated rate base in 2020 remains unchanged. When asked about the absence of 

change in rate base on its 4Q19 earnings call management responded that the absence 

of changes in rate base related to the timing of new investment entering into 

commercial operation. However, it is notable that the magnitude of rate base change 

in 2023 ($3.5 billion) is roughly equivalent to the change in 2022 ($3.4 billion) and 

also changes in previous years. With generation in Illinois deregulated there are also 

no large lumpy projects that might distort CWIP in any given year. It would appear 

as if further explanation is warranted.  

  

3Q19 Presentation

Capex 2019 2020 2021 2022 2023 Rate Base 2019 2020 2021 2022 2023

BGE 1,100 1,250 1,075 950 BGE 6,900 7,700 8,100 8,700

PECO 975 1,000 975 975 PECO 7,900 8,400 9,100 9,700

PHI 1,375 1,525 1,550 1,550 PHI 10,800 11,400 12,100 13,100

CWE 1,875 2,150 2,175 2,425 CWE 15,600 16,700 18,000 19,200

Total 5,325 5,925 5,775 5,900 Total 41,200 44,200 47,300 50,700

4Q19 Presentation

Capex 2,019 2,020 2,021 2,022 2,023 Rate Base 2,019 2,020 2,021 2,022 2,023

BGE 1,175 1,300 1,200 1,125 1,150 BGE 6,900 7,700 8,300 8,900 9,500

PECO 1,000 1,125 1,200 1,225 1,200 PECO 7,800 8,400 9,200 10,000 10,900

PHI 1,425 1,675 1,700 1,800 1,675 PHI 10,800 11,500 11,900 12,700 13,400

CWE 1,900 2,350 2,325 2,400 2,450 CWE 15,300 16,600 17,900 19,100 20,400

Total 5,500 6,450 6,425 6,550 6,475 Total 40,800 44,200 47,300 50,700 54,200

Difference

Capex 2,019 2,020 2,021 2,022 2,023 Rate Base 2,019 2,020 2,021 2,022 2,023

BGE 75 50 125 175 BGE 0 0 200 200

PECO 25 125 225 250 PECO (100) 0 100 300

PHI 50 150 150 250 PHI 0 100 (200) (400)

CWE 25 200 150 (25) CWE (300) (100) (100) (100)

Total 175 525 650 650 Total (400) 0 0 0

Exelon Corporation
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Estimate Changes  

We are adjusting our estimates following an update of our forecast model. 

Exhibit 2: EPS Estimate Changes  

 
 

Source: Company reports, MSUSA estimates 

Our UPO estimates are $0.10 lower in 2020 and $0.08 lower in both 2021 and 2022. 

Our revised estimates include Exelon’s updated capital spending and rate base 

projections. We have also updated Commonwealth Edison earnings to reflect year 

end 2019 forward treasury rates.   

Our Exelon Generation (ExGen) estimates are $0.27 higher in 2020, $0.12 higher in 

2021 and  $0.06 higher in 2022. In 2019 Exelon Generation realized $0.08 of 

research and development tax benefits, most of which was booked as a credit to 

operating and maintenance expense. According to the company’s 4Q19 earnings 

presentation, much of this credit relates to the period between 2010-18. We assume 

that these benefits continue at the same level in 2020, but not in our 2021 estimates 

and beyond.  

According to Exelon’s 2019 waterfall chart, the parent company recognized $0.03 of 

R&D benefits in 2019. We would assume that these benefits will reverse at some 

point in the future. 

 

Valuation  

Base Case 

Using a sum of the parts analysis on 2022 results we derive a price target of $49.00 

per share. Based on the February 19, 2020 closing price of $49.60, this represents 

price depreciation of 1.2% and total return potential of 1.8% including the company’s 

current yield of 3.0%. Our price target is derived as follows: 

Consolidated 2020E 2021E 2022E

Current $3.10 $2.93 $2.92

Prior $2.93 $2.89 $2.92

Difference $0.17 $0.04 ($0.00)

UPO 2020E 2021E 2022E

Current $1.89 $2.07 $2.21

Prior $1.99 $2.15 $2.29

Difference ($0.10) ($0.08) ($0.08)

Exelon Corporation
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We value the regulated electric distribution and transmission 2022 earnings of $2.02 

using a P/E multiple of 20.1 times, equivalent to a 3.3% discount to the electric group 

average multiple, resulting in a price target of $41.00. Our 3.3% discount is derived 

by assigning a 10% discount to ComEd, which accounts for approximately one-third 

of the electric utilities business. 

We value the regulated gas distribution 2022 earnings of $0.42 using a P/E multiple 

of 21.1 times, equivalent to the gas group average multiple, resulting in a price target 

of $9.00. 

We value ExGen 2022 generation EBITDA less maintenance capex of $680 million 

at an 7.9 times EV/EBITDA multiple. After accounting for debt, we arrive at a price 

target of $0.50 for ExGen. 

We value ExGen retail 2022 EBITDA of $813 million at a 5.0 times EV/EBITDA 

multiple resulting in a price target of $4.00. 

Adjusting for unallocated debt, net of a tax shield, reduces the price by $5.50. 

Consistent with our methodology our price targets are dynamic changing with the 

group average P/E multiples and EV/EBITDA multiples recalculated on a daily 

basis. 

Bull Case 

Under our bull case scenario generation EBITDA would increase by $515 million 

based on assumed market heat rate expansion of 1,000. Using a 7.8 times multiple on 

merchant generation results in a $4.00 positive revision in our price target. 

Bear Case 

Under our bear case assumption the company’s rights to receive an estimated $700 

million of ZEC payments in New York, Illinois and New Jersey would be overturned 

by the courts. Using a 7.8 times multiple on merchant generation results in a $5.25 

negative revision in our price target. 

 

Company Models 

In the pages that follow, we highlight our detailed consolidated financial model, 

including both historical and projections for income statement, cash flow and balance 

sheet for Exelon Corporation from 2015 to 2022. To derive the consolidated results, 

we modeled full financials for each operating subsidiary. Clients who would like the 

full models may obtain them through their MSUSA representative or by direct 

request to the authors. 
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Exhibit 3: Income Statement 

 

Source: Company reports, MSUSA estimates 

 

Exhibit 4: Cash Flow Statement 

 

Source: Company reports, MSUSA estimates 

Consolidated Income Statement

($ millions) 2015A 2016A 2017A 2018A 2019A 2020E 2021E 2022E

Revenues $20,700 $31,905 $33,701 $36,248 $34,441 $34,412 $34,694 $35,021

Cost of Goods Sold 4,602 13,035 13,963 16,632 15,273 15,191 15,331 15,370

O&M 8,232 9,196 9,438 9,065 8,652 8,876 8,980 9,055

Other Expenses (4) (6) (2) (8) (5) (3) (4) (4)

Taxes Other then Income 1,200 1,575 1,733 1,782 1,732 1,600 1,623 1,646

EBITDA $6,670 $8,105 $8,569 $8,777 $8,789 $8,748 $8,765 $8,954

D&A 2,450 3,232 3,576 3,800 3,938 3,891 4,102 4,287

EBIT $4,220 $4,873 $4,993 $4,977 $4,851 $4,857 $4,663 $4,666

Interest 1,079 1,383 1,502 1,529 1,578 1,523 1,554 1,588

Other Income 271 289 418 513 505 389 400 402

EBT $3,412 $3,779 $3,909 $3,961 $3,778 $3,723 $3,510 $3,481

Taxes 1,165 1,299 1,441 720 618 675 624 612

Preferred Dividends 20 (8) 0 215 20 20 20 20

Net Income $2,227 $2,488 $2,468 $3,026 $3,140 $3,029 $2,865 $2,848

EPS $2.49 $2.68 $2.60 $3.12 $3.22 $3.10 $2.93 $2.92

Consolidated Cash Flow Statement

($ millions) 2015A 2016A 2017A 2018A 2019A 2020E 2021E 2022E

Net Income $2,227 $2,467 $2,431 $3,213 $3,142 $3,030 $2,866 $2,849

Depreciation 2,355 3,282 3,474 3,698 3,836 3,789 4,000 4,185

Deferred Taxes 657 774 (785) (818) (80) 168 87 63

Maintenance Cap-Ex (2,292) (2,958) (3,091) (3,225) (3,356) (3,480) (3,567) (3,729)

Grow th Cap-Ex (3,574) (4,545) (4,009) (3,325) (3,144) (4,045) (3,783) (3,721)

Net Cash Generation (627) (980) (1,980) (457) 398 (538) (396) (352)

EBITDA + Other Income 6,897 8,554 8,897 9,199 9,182 9,015 9,032 9,221

Interest Expense 325 735 673 696 774 896 922 972

Pfd. Dividends (14) (9) 4 (2) (2) (1) (1) (1)

Common Dividends 1,105 1,166 1,266 1,338 1,409 1,487 1,561 1,639

Exelon Corporation
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Exhibit 5: Balance Sheet 

 

Source: Company reports, MSUSA estimates 

Consolidated Balance Sheet

($ millions) 2015A 2016A 2017A 2018A 2019A 2020E 2021E 2022E

Cash & Equivalents $2,940 $2,232 $984 $2,217 $1,744 $268 $1,068 $948

Short Term Debt $1,154 $1,331 $1,014 $332 $838 $838 $838 $838

Revolver 0 0 0 0 0 1,125 1,025 1,125

Current Portion of Long Term Debt 1,674 2,032 972 2,412 3,206 1,337 1,250 1,250

Long Term Debt 22,884 32,269 32,773 33,615 33,561 34,224 34,824 36,011

Total Debt $25,712 $35,632 $34,759 $36,359 $37,605 $37,524 $37,937 $39,224

Preferred Stock 0 0 0 0 0 0 0 0

Total Debt & Preferred $25,712 $35,632 $34,759 $36,359 $37,605 $37,524 $37,937 $39,224

Shareholder's Equity 26,876 25,990 24,366 29,095 30,757 30,246 29,321 28,144

Goodw ill Portion of Equity 0 0 0 0 0 0 0 0

Goodwill / Shareholder's Equity 0 0 0 0 0 0 0 0

Total Book Capitalization $52,588 $61,622 $59,126 $65,454 $68,362 $67,770 $67,258 $67,368

Off-Balance Sheet Debt 0 0 0 0 0 0 0 0

Consolidated Debt/Pfd. Assoc. w /Min. Int. Exp. 0 0 0 0 0 0 0 0

Total Credit Capitalization $52,588 $61,622 $59,126 $65,454 $68,362 $67,770 $67,258 $67,368
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Price Target Calculation and Key Risks
Price Target Calculations: Our price target is derived as follows: (i) we value the
regulated electric distribution and transmission 2022 earnings of $2.02 using a P/E
multiple of 20.1 times, equivalent to a 3.3% discount to the electric group average multiple,
resulting in a price target of $41.00. Our 3.3% discount is derived by assigning a 10%
discount to ComEd, which accounts for approximately one-third of the electric utilities
business; (ii) We value the regulated gas distribution 2022 earnings of $0.42 using a P/E
multiple of 21.1 times, equivalent to the gas group average multiple, resulting in a price
target of $9.00; (iii) we value ExGen 2022 generation EBITDA less maintenance capex
of $680 million at an 7.6 times EV/EBITDA multiple and the ExGen retail/trading 2022
EBITDA of $813 million at a 5.0 times EV/EBITDA multiple resulting in a price target of
$4.50; (iv) adjusting for unallocated debt, net of a tax shield, reduces the price by $5.50.
Consistent with our methodology, our price targets are dynamic, changing with the group
average P/E multiples recalculated on a daily basis.

Key Risks: Weak commodity outlook, general economic conditions, changes in state and/
or Federal regulation, weather, ongoing business operational risk, broader macroeconomic
conditions, and interest rate movements are among the key risks to our rating and expected
stock performance. The company's Chicago franchise agreement expires in December
2020; however, management expects to reach a negotiated agreement to extend the
franchise. Under our bear case assumption the company’s rights to receive an estimated
$700 million of ZEC payments in New York, Illinois and New Jersey could be overturned
by the courts.
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IMPORTANT DISCLOSURES
The disclosures for the subject companies of this report as well as the disclosures for Mizuho Securities USA LLC entire coverage universe can be found
at https://msusa.bluematrix.com/sellside/Disclosures.action or obtained by contacting EQSupervisoryAnalystUS@mizuhogroup.com or via postal mail
at Equity Research Editorial Department, Mizuho Securities USA LLC, 1271 Avenue of the Americas, 2nd FL, New York NY, 10020.

Investment Risks and Valuation Methods can be located in the following section of this research report - Price Target Calculation and Key Risks.

Receipt of Compensation
Mizuho Securities USA LLC and or its affiliates makes a market in the following securities: Exelon Corporation
The compensation of the research analyst writing this report, in whole or part, is based on MSUSA's annual revenue and earnings and is not directly related
to any specific investment banking compensation. MSUSA's internal policies and procedures prohibit research analysts from receiving compensation
from companies covered in the research reports.

Regulation Analyst Certification (AC)
I, Paul Fremont, hereby certify that the views expressed in this research report accurately reflect my personal views about any and all the subject
companies. No part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this
research report.

Rating Definitions

Mizuho Securities USA investment ratings are based on the following definitions: Anticipated share price change is based on a 12-month time
frame. Return expectation is based on the stock’s total return. For disclosure purposes (for purposes of the FINRA requirements), we include
the category headings of Buy, Hold, and Sell alongside our ratings of Buy, Neutral, and Underperform. (effective July 10, 2017).

Buy: Stock's total return is expected to appreciate above the average total return of the analyst's industry coverage universe, on a risk-adjusted basis,
over the next 12 months.

Neutral: Stock's total return is expected to be within the average total return of the analyst's industry coverage universe, on a risk-adjusted basis, over
the next 12 months.

Underperform: Stock's total return is expected to depreciate below the average total return of the analyst's industry coverage universe, on a risk-
adjusted basis, over the next 12 months.

RS: Rating Suspended - rating and price objective temporarily suspended.

NR: No Rating - not covered, and therefore not assigned a rating.

Mizuho Securities USA LLC investment ratings are based on the following definitions. Anticipated share price change is based on a 6- to 12-month
time frame. Return expectation excludes dividends (prior to July 10, 2017).

Buy:
Neutral:
Underperform:
RS:
NR:

Stocks for which the anticipated share price appreciation exceeds 10%.
Stocks for which the anticipated share price appreciation is within 10% of the share price.
Stocks for which the anticipated share price falls by 10% or more.
Rating Suspended - rating and price objective temporarily suspended.
No Rating - not covered, and therefore not assigned a rating.

Rating Distribution
(As of 2/19 ) % of coverage IB service past 12 mo
Buy (Buy) 58.94% 53.23%

Hold (Neutral) 38.42% 54.20%

Sell (Underperform) 2.64% 11.11%

For disclosure purposes only (NYSE and FINRA ratings distribution requirements), our Buy, Neutral and Underperform ratings are displayed as Buy, Hold and Sell,
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Rating and Price Target History for: Exelon Corporation (EXC) as of 02-18-2020
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Our Thesis
We believe pending IL clean energy legislation has the
potential to materially move investor perception of EXC
toward its large-cap regulated peers, which currently
trade at over a 20% premium to EXC on 2022 P/E based
on our estimates. Our valuation implies investors are
paying for very implied generation value and sees the
company's earnings mix improving.

 

 

Initiating Coverage at Outperform and a $56 Target
Price; The Chicago Way
 Bottom Line: We believe pending Illinois clean energy legislation has the potential to
materially move investor perception of Exelon toward its large-cap regulated peers,
which currently trade at more than a 20% premium to EXC on 2022 P/E based on our
estimates.
 
Key Points
 
We are initiating coverage of Exelon Corporation (ticker: EXC), a diversified utility
(merchant generation and regulated transmission and distribution), at an Outperform
rating and a target price of $56 per share. We estimate Exelon's consolidated EPS as
follows: 2020 — $3.17; 2021 — $3.01; 2022 — $3.01; and 2023 — $3.15.

Exelon's regulated utility operating companies represent 78% of our forecast 2022
EPS (compared with 49% in 2016), yet the valuation discount between it and its
large-cap regulated peers remains wider than this would imply, in our view.

Although the passage of Illinois legislation may clear the way for the state to
potentially exit the PJM capacity market, on balance we view it as decidedly positive
for Exelon as the legislation would pave the way for nearly 50% of the company’s
nuclear generation output to receive significantly better value than it would
otherwise.

We forecast Exelon's rate base growth at 6% per annum through our forecast horizon
of 2020-2023, from $44 billion at the end of 2020 to $54 billion by the end of 2023.
Approximately 65% of its rate base growth is covered by trackers or other formulaic
rate mechanisms that do not necessitate general rate filings.

The key highlight of our valuation work is that EXC’s current share price of $49.76/
share implies very little value for the company’s generation business as we value
the company’s utility business at $46.50/share alone.

Finally, we believe that Exelon, as one of the lowest carbon emitting generators in
the United States, has an ESG story that it has not been able to fully benefit from
due to questions around its generation business.

For further details, please see our industry report.
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Company Data in $

Dividend $1.53

Yield 3.1%

P/BV 1.4x

Shares O/S (mm) 974.3

Market Cap (mm) $48,482

Net Debt (mm) $36,287

BMO Estimates in $

(FY- Dec .) 2018A 2019A 2020E

EPS $3.11 $3.22 $3.17

DPS $1.38 $1.45 $1.53

EBIT $3,844 $4,374 $5,311

EBITDA 9,794 11,381 10,416

Consensus Estimates

2018A 2019A 2020E

EPS $3.02

Valuation

2018A 2019A 2020E

P/E 16.0x 15.5x 15.7x

Div. Yield (%) 2.8% 2.9% 3.1%

QTR. EPS Q1 Q2 Q3 Q4

2018A $0.96 $0.71 $0.88 $0.58

2019A $0.87 $0.60 $0.92 $0.83

2020E $0.92 $0.66 $0.90 $0.69
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Exelon - Block Summary Model

Income Statement 2018A 2019A 2020E

Generation 927 1,323 1,721

Com Ed 1,141 1,171 1,280

PECO 586 713 772

BGE 474 532 559

PHI 650 722 973

Parent and Other 66 (87) 6

Consolidated EBIT 3,823 5,601 5,542

Depreciation & Amortization 5,971 5,780 4,875

EBITDA 9,794 11,381 10,416

Interest Expense 1,613 1,638 1,660

Income Tax 120 774 805

Income from continuing operations 3,025 3,138 3,099

Weighted Average Shares

Outstanding

969 974 979

Diluted Operating EPS $3.12 $3.22 $3.17

Dividends per Share $1.38 $1.45 $1.53

Cash Flow Statement 2018A 2019A 2020E

Operating Cash Flow 8,644 6,659 7,973

Investing Cash Flow (7,834) (7,260) (8,400)

Financing Cash Flow (219) (58) (487)

Net Change in Cash Flow 591 (659) (914)

EOP Cash on Balance Sheet 1,781 1,122 208

Common stock (net) 105 0 0

Net debt issued/(repaid) 1,116 1,320 1,011

Dividends paid (1,332) (1,408) (1,498)

Balance Sheet 2018A 2019A 2020E

Common Equity 33,070 34,573 36,129

Preferred Equity 0 0 0

Total Debt 36,528 37,409 38,083

Enterprise Value $34,747 $85,002 $86,590

Common equity % 47.5% 48.0% 48.7%

Preferred equity % 0.0 0.0 0.0

Total Debt % 52.5% 52.0% 51.3%

Book Value per Share $34.13 $35.50 $36.90

Source: BMO Capital Markets, Company Reports

 

Valuation
We value EXC on a sum-of-the-parts valuation which utilizes
an 8.5X EV/EBITDA multiple for the company's generation
business. We value the company's projected EBITDA from its
power and gas marketing business at 6.0x EV/EBITDA. We
apply a 19.9x P/E multiple to our 2022 estimated earnings
from the company's utility businesses.

Upside Scenario $62.00
Our upside scenario implies an improve quark spread for
the company's nuclear assets and better-than-expected
rate base growth and earned ROEs at the company's utility
through better cost control.

Downside Scenario $41.00
Our low case or downside reflects an adverse outcome in IL,
sustained sub-$2.00 natural gas prices, slower growth at the
utilities combined with an adverse outcome related to the
FBI investigation in IL.

-18% +25%+13%

Target
Price
56.00

in USD

Current
Price
49.76

Downside
Scenario

41.00

Upside
Scenario

62.00

Key Catalysts
We believe IL legislation could be passed in April or May
2020. This is a significant event for the company's shares.
Company Description
Exelon is the largest competitive US power generator,
with ~32,700 MW of owned capacity. Its Constellation
business unit provides energy products and services to
business, public, and residential sector customers. Exelon's
utilities deliver electricity and natural gas to 10 million
customers in Delaware, DC, Illinois, Maryland, New Jersey,
and Pennsylvania.
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Initiating Coverage of EXC at Outperform and $56/Share Target; 
Calmer Waters May Be Ahead  

We are initiating coverage of Exelon Corporation (ticker: EXC), a diversified utility (merchant generation 

and regulated transmission and distribution), at an Outperform rating and a target price of $56 per 

share. We estimate EXC’s consolidated EPS as follows: 2020  $3.17; 2021  $3.01; 2022  $3.01; and 

2023  $3.15. Our dividend per share estimates are $1.53, $1.61, $1.69, and $1.77 for 2020, 2021, 

2022, and 2023, respectively. Our $56 per share target price is derived from our sum-of-the-parts 

analysis (please see "Valuation"), which utilizes multiples consistent with those for Exelon's operating 

company peers and is further supported by our multi-stage dividend discount model.      

Investment Thesis 

We See a Potential Off-Ramp for a Large Portion of Generation Business That 
Would Go a Long Way Toward Reframing the EXC Story 

As our sector initiation report highlights, we believe power market conditions remain challenging with 

the power price environment turning from “lower for longer” to perhaps “lower forever.” As Exelon is 

the country’s largest owner of nuclear generation, all of which is located in deregulated power markets, 

the era of low power prices driven by shale gas supply and renewable generation growth has made 

Exelon's generation fleet particularly vulnerable. Nuclear generation effectively acts as a price taker in 

merchant power markets with limited flexibility to cycle operations if conditions weaken. This has been 

a key challenge for Exelon, but one it has navigated well through meaningful cost cutting and winning 

some state financial support for its nuclear plants (zero emission credit programs in Illinois, New York, 

and New Jersey). However, we see the potential passage of the “Clean Energy Jobs Act” in the state of 

Illinois as a possible means to reset the way investors view and value the company’s shares, which 

trade at a material 20% discount to those of its large-cap regulated peers. In addition, we believe that 

Illinois legislation presents a unique opportunity for a large portion of Exelon's generation assets located 

in Illinois (Illinois nuclear generation represents 60% of its nuclear generation output) to exit the PJM 

capacity market before it enters a potentially turbulent period.  

Obscured by years of investor focus on its generation business (Exelon Generation or EXC Gen), Exelon's 

regulated utilities business, like other large-cap regulated peers, has enjoyed a prolonged period of both 

a favorable macro environment and generally reasonable regulatory outcomes. Exelon's regulated utility 

operating companies represent 78% of our forecast 2022 EPS (compared with 49% in 2016), yet the 

valuation discount between it and its large-cap peers remains wider than this implies, in our view. We 

acknowledge a portion of the shifting earnings mix results from a fall in earnings at the company’s 

unregulated generation business, but it also can be attributed to 6-8% earnings growth per annum at 

the company’s regulated utilities. We see the utilities earnings growth offsetting declines at EXC Gen 

even using current low power price assumptions with the potential for any recovery in power prices and 

derisking from the Illinois legislation as a very low-cost option embedded in EXC shares. Finally, we 

believe, Exelon, as one of the lowest carbon emitting generators in the United States, has an ESG story 

that it has not been able to fully benefit from due to questions around its generation business.    

Quality Utility Franchises Fighting for Some Airtime  

Exelon's regulated rate base already ranks as one of the largest in the United States among investor-

owned utilities. We forecast Exelon's rate base growth at 6% per annum through our forecast horizon of 

2020-2023, from $44 billion at the end of 2020 to $54 billion by the end of 2023 (see Exhibit 1).   
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its large-cap regulated 

peers, which trade at more 

than a 20% premium to 

EXC on 2022E P/E. 

Exelon | Page 3 February 19, 2020233

Attachment SDR-ROR-10(e)
233 of 559

https://bmo.bluematrix.com/sellside/DocViewer?encrypt=be2b586c-2e86-4098-906b-8b24fa172291&mime=PDF


 
 

Exhibit 1: EXC Forecast Rate Base by Utility ($ MM)  Exhibit 2: Regulated Earnings by Segment  ($/Share) 

 

 

 

Source: BMO Capital Markets   Source: BMO Capital Markets  

Approximately 65% of Exelon's rate base growth is covered by trackers or other formulaic rate 

mechanisms that do not necessitate general rate filings. In addition, with the company intensely focused 

on getting clean energy legislation passed, we think it is helpful that the regulatory calendar for its 

utilities is fairly light over the next six months and that its rate base growth is not predicated on any 

large-scale projects that are subject to potential cost overruns or construction delays. We summarize our 

key assumptions for several of Exelon's regulated utility operations: 

 Commonwealth Edison. Exelon's largest utility operating company, Commonwealth Edison, 

serves roughly 4 million electric customers in Chicago, Illinois, and the surrounding area. As result 

of previous state legislation (the Illinois Energy Infrastructure Modernization Act), Commonwealth 

Edison’s allowed ROE is set using a formula-based rate based on the 30-year Treasury bond rate 

plus a spread of 580 bps that is reset via an annual rate filing. Given low rates, this results in 

ComEd’s allowed ROE (currently 8.91%) being below the US average. With rates remaining under 

pressure, ROEs here will likely lag those in other EXC jurisdictions. We see ComEd earnings 

growing from $0.70/share in 2020 to $0.92/share in 2023 predicated on an increase in the 

distribution and transmission rate base from $16.5 billion to $20.4 billion over this time frame.  

 PECO Energy. One of the largest utilities in Pennsylvania, it serves more than 1.6 MM electric 

customers in the Philadelphia area and 520,000 natural gas customers. We view the Pennsylvania 

regulatory environment as above average. We see PECO earnings increasing from $0.51/share in 

2020 to $0.64/share in 2023 predicated on a rise in the distribution and transmission rate base from 

$8.6 billion to $10.9 billion over this period and an average earned ROE of more than 11.5%. 

 Baltimore Gas & Electric (BGE). One of the flagship utilities in Maryland where the regulatory 

environment has improved over the past 15 years. BGE's customer base consists of 

approximately 1.25 MM electric customers and 650,000 natural gas customers. We forecast 

earnings at BGE rising from $0.36/share to $0.50 share from 2020 to 2023 with the total 

transmission and distribution rate base increasing from $7.6 billion to $9.4 billion in 2024 and 

an average earned ROE of 9.9%. BGE settled its most recent rate case on November 1, 2019, 

with Maryland Public Service Commission approving the settlement on December 17, 2019.  

 PHI Holdings. Exelon completed its acquisition of Pepco Holdings Inc. on March 3, 2016. PHI 

Holdings consists of three utilities (Atlantic City Electric, Delmarva Power, and PEPCO) that serve 2.3 

million customers in portions of New Jersey, Maryland, Delaware, and the District of Columbia. 

Exelon has largely integrated these businesses while achieving its targeted cost synergies that drove 

a large part of the strategic rationale as well Exelon's ongoing effort to grow its regulated 

businesses. PEPCO and Delmarva both have pending rate matters in 2020 with the PEPCO rate case 

being significant. We forecast $0.59/share from PHI in 2020, increasing to $0.68/share in 2023 with 

the total transmission and distribution rate base increasing from $11.4 billion to $14.1 billion. 
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Turning Back the Clock in Illinois, but the State's and Chicago’s 
Politics Will Be on Full Display 

Prior to the full deregulation of the electric power industry in several states including, Illinois, the 

preceding transition period saw the state’s power generation assets (formerly part of the utilities 

themselves) contracted at fixed prices with the state’s incumbent utilities, including ComEd, to serve 

their customers power demand while the wholesale market was given time to grow and mature. In 

some ways, we see Exelon's pursuit of this strategy as turning back the clock and redeploying its assets 

from the wholesale market directly back to its sister utility.   

As we made clear in our investment thesis and in our sector initiation report, we are not counting on a 

power market recovery anytime soon, but we believe certain proposed versions of the “Clean Energy 

Jobs Act” that the Illinois State Legislature will likely take up in some form in the first half of 2020 

present an opportunity to stem the flow or even reverse declining profitability (and in some cases 

losses) for EXC Gen’s nuclear plants in the state. EXC Gen’s Illinois-based plants typically account for 

nearly 50% of the conventional generation output it produces, highlighting that the proposed legislation 

could cover a meaningful part of the generation business. A quick review of the key markets where 

Exelon operates is shown in Exhibits 3 and 4, highlighting some of the difficulties facing EXC Gen’s 

nuclear power plants while it advocates for the passage of this legislation.  

Exhibit 3 reflects the decline in forward power prices in the on-peak market in EXC Gen’s two largest 

power markets, Northern Illinois Hub (NI HUB) and the PJM (Pennsylvania, Jersey, and Maryland) 

market, which both participate in the PJM capacity auction. The 30-40% decline shown in Exhibit 3 of 

on-peak power prices, which in the case of NI HUB results in power prices falling from the $35-

$40/MWh area down to the $25/MWh area, doesn’t tell the full story of the declining profitability at EXC 

Gen’s nuclear assets currently reflected in our forecast.   

Exhibit 3:  On-Peak One-Year Forward Power Prices PJM-W and NI 
HUB ($/MWh)  

 Exhibit 4:  Around-the-Clock NI HUB Power Price ($/MWh) 

 

 

 

Source: BMO Capital Markets, Bloomberg   Source: BMO Capital Markets, Bloomberg  

As discussed earlier, nuclear plants cannot cycle their output lower during low price or demand periods 

but have to run at full output around the clock and typically see power prices based on the around-the-

clock market shown for NI HUB in Exhibit 4 where prices are trading at in the $22-23/MWh area. We 

estimate EXC Gen’s operating and maintenance costs for its Illinois plants in the range of $18-21/MWh, 

to which we then add $6-7/MWh in nuclear fuel costs, resulting in sales of power that are, at best, 

forecast at break-even levels. Given this difficult operating environment, Exelon has evaluated closure of 

some of its nuclear power plants in Illinois. To prevent closure of nuclear plants, certain states (Illinois, 

New York, and New Jersey) have begun to offer financial incentives to nuclear plants in the form of 
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what we generally refer to as zero emission credits (ZECs), which combined with revenues from PJM’s 

capacity market, have helped offset losses on sales of wholesale power during low-demand periods. 

Currently only two of six of EXC Gen’s nuclear plants, or 22% of its capacity, are eligible for the ZEC 

program in Illinois. We believe the pending legislation would significantly increase the state of Illinois’s 

commitment to low-carbon energy sources for power plants that would include renewable generation 

and presumably nuclear plants as well. We see a path toward creation of a construct whereby the 

state’s incumbent utilities would be required to purchase the output from all of EXC’s nuclear plants in 

the state and would pass along the costs to ratepayers. We await further details during the current 

Illinois legislative session, but the Governor of Illinois and the State Senate President seem supportive of 

some form of clean energy legislation.   

As the presence of state subsidies has grown, the Federal Energy Regulatory Commission (FERC) has 

recently ordered PJM to effectively bar state-subsidized plants from the capacity auction. We see this as a 

longer-term existential threat to the PJM capacity market and other regions that have modeled their 

capacity markets largely based on PJM’s market rules. We worry that this could cause states to eventually 

pull out of the PJM capacity market, leading to its eventual demise and taking other capacity markets with 

it. We believe that it is with this uncertainty in mind that investors are discounting PJM capacity-related 

margin/revenues. Therefore, although the passage of Illinois legislation may pave the way for the state to 

potentially exit the PJM capacity market, we view it on balance as decidedly positive for Exelon as the 

legislation would allow nearly 50% of the company’s nuclear generation output to receive significantly 

better value than it would otherwise and could lead to upside over our existing estimates.  

Exhibit 5:  Merchant Power Revenue from Capacity and ZEC 
Markets  

 Exhibit 6:  Percentage of Gross Margin from Capacity and ZEC 
Markets  

 

 

 

Source: BMO Capital Markets   Source: BMO Capital Markets  

The New Jersey nuclear subsidy program, which provides revenues to Exelon's and PSEG's nuclear plants 

that reside in the state, is subject to legislative renewals every three years, unlike programs in Illinois 

and New York, which last for 10 years. The need for approval after just three years since the 

commencement of the program creates a bit more uncertainty related to the NJ Zero Emission Program 

and may be discounted by investors, but we think renewal is likely. We have created detailed DCF 

valuations of the ZEC programs for Exelon to refine our valuation of the company and see a NPV of 

$3.40/share to the company assuming New Jersey continues with its program. 

In Illinois Politics Is Never Simple  

Despite initial supportive comments from the governor in his State of the State speech and other key 

politicians in the state, risk and complexity arose in fall 2019 regarding an FBI corruption investigation of 

a state legislator (State Senator Martin Sandoval) who was subsequently indicted. The investigations 

may involve other political figures within the state, and the initial search warrant for Senator Sandoval’s 

office referred to items related to ComEd, Exelon, and unnamed Exelon officials referred to as A-D in the 

warrant. Following the execution of the search warrant, Exelon's well-regarded head of its Utilities 

business, who was a former CEO of ComEd, abruptly retired. The Exelon board has formed a special 

committee to investigate the matter, and Exelon has from the outset promised its full cooperation with 

the investigation. Senator Sandavol pled guilty to racketeering charges that appear to be related to 

VST NRG PEG EXC

Total Merchant Power Gross Margin $3,822 $1,733 $1,903 $5,221

PJM Capacity Revenues 534 300 458 889

NY/NE/MISO Capacity Revenues 186 206 80 116

CA RA Revenues 70 65 0 0

IL ZEC Revenues 0 0 0 235

NY ZEC Revenues 0 0 0 349

NJ ZEC Revenues 0 0 215 85

Subtotal Capacity Market and ZEC Margin $790 $571 $754 $1,674

Implied Energy only Gross Margin $3,031 $1,162 $1,149 $3,547

ZEC and Capacity Market as % Gross Margin 21% 33% 40% 32%

Wholesale Margin by Revenue Source

VST NRG PEG EXC

Total Merchant Power Gross Margin $3,822 $1,733 $1,903 $5,221

PJM Capacity Revenues 14% 17% 24% 17%

NY/NE/MISO Capacity Revenues 5% 12% 4% 2%

CA RA Revenues 2% 4% 0% 0%

IL ZEC Revenues 0% 0% 0% 4%

NY ZEC Revenues 0% 0% 0% 7%

NJ ZEC Revenues 0% 0% 11% 2%

Subtotal Capacity Market and ZEC Margin 21% 33% 40% 32%

Implied Energy only Gross Margin 79% 67% 60% 68%

PJM RPM and NJ ZEC as % of Total Gross Margin 14% 17% 35% 19%

% of Wholesale Margin by Source
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accepting bribes from a business that is completely unrelated to Exelon and ComEd. That said, he 

continues to cooperate with federal authorities investigating lobbyists and other political figures that 

may or may not have connections to ComEd.  

We highlight the investigation as a potential complicating factor in moving the legislation forward, but 

no Exelon or ComEd officials have been charged with any wrongdoing. We see the following as key 

reference dates related to Illinois legislation: 

 January 29, 2020  State of the State Address 

 February 14, 2020  Deadline to introduce legislation in General Assembly  

 February 19, 2020  Governor’s budget address 

 March 17, 2020  General primary election  

 March 27, 2020  Deadline for House bills to emerge from committee  

 May 15, 2020  Deadline for Senate bills to emerge from committee  

 May 31, 2020  Regular session adjourns  

Draft legislation was introduced on February 14, but we caution that the legislation will evolve over 

time. We think passage is more likely between April and May, assuming the session does not get 

extended into a veto session.  

Risks to Target Price and Rating 

Downside Risks  

While we think natural gas and power prices are closer to a near-term bottom and reflected in Exelon's 

current share price, we also consider the following risks, which would cause us to reevaluate our rating 

and target price: 

 Failure to pass a version of the “Clean Energy Jobs Act” in the upcoming Illinois legislative 

session that sufficiently expands financial support for EXC Gen’s nuclear plants  

 The ongoing FBI corruption investigation ensnares key employees still with the company or 

uncovers wrongdoing on the part of Exelon or ComEd management.  

 EXC Gen is negotiating the purchase of approximately 2,000 MWs of nuclear capacity at three 

plants that it owns in JV with a partner that has the right to put the assets to Exelon. We 

account for this potential impact in our valuation analysis, and could see the value as being 

modestly accretive if the purchase price is sufficiently low but it could exceed our estimates 

and be slightly dilutive. 

 Unfavorable rate outcomes for the company’s utility operations in state regulatory proceedings  

 We believe that should any breakup of the PJM RPM capacity market take place it will take 

time, but the company’s non-Illinois-based generation still derives revenues from the capacity 

market. 

 The NJ ZEC program is subject to renewal by the state, but we see only $0.47/share of lost 

value if it unexpectedly ends. 
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 Exelon operates the largest nuclear fleet in the United States. Nuclear assets are subject to 

stringent safety standards and additional regulatory oversight. 

Valuation  

Our sum-of-the-parts valuation for EXC is shown in Exhibit 7. Our base case valuation utilizes an 

EV/EBITDA multiple of 8.5x our forecast 2022 estimated EXC generation EBITDA related to its wholesale 

power business. This is at a premium relative to what we use for the IPCs as we see less tail risk related 

to the company’s nuclear assets and a likely longer useful life compared with the IPCs' older coal assets. 

We separate EXC Gen’s retail, commercial, and industrial power and natural gas marketing business that 

is reported in its EXC Gen business and utilize a 6.0x EBITDA multiple for the company’s retail business a 

discount to the IPCs' retail business. We ascribe this to less integration in load serving with Exelon's 

generation assets and less transparency in the earnings from this segment in the company’s disclosure. 

We apply a 19.9x P/E to our estimated 2022 estimated EPS estimates for the company’s utility operating 

companies based on our view of their rate base growth, allowed ROEs, funding sources, and ability to 

earn at that level. Our low case or downside reflects an adverse outcome in Illinois, sustained sub-$2.00 

natural gas prices, slower growth at the utilities, and finally, an adverse outcome related to the FBI 

investigation in Illinois. We highlight the potential value and balance sheet impacts on EXC Gen related 

to acquisition of the nuclear assets that has been put to it by its JV partner.   

The key highlight of our valuation work is that EXC’s current share price of $49.76 implies very little 

value for the company’s generation business as we value the company’s utility business at 

$46.50/share alone.   
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Exhibit 7:  EXC Valuation Analysis  

 
Source: BMO Capital Markets  

Key Assumptions and Model Summary  

In Exhibits 8 and 9, the key outputs of our model are summarized as well as the key assumptions used 

to arrive at them. We value EXC’s generation business on a plant-by-plant basis, incorporating our 

assumptions for the regional power dynamics in the markets in which the plants are located.  

Premium/

Valuation (Discount) P/E Implied Value P/E Implied Value P/E Implied Value

EXC Regulated and HoldCo Operating Segments Metric % 2022E Multiple ($ MM) Multiple ($ MM) Multiple ($ MM)

Com Ed EPS 0% $0.86 13.9x $11.93 19.9x $17.08 20.4x $17.51

PECO EPS 0% $0.59 17.4x $10.28 19.9x $11.76 20.4x $12.05

BGE EPS 0% $0.47 17.4x $8.17 19.9x $9.34 20.4x $9.58

PHI EPS 0% $0.64 17.4x $11.19 19.9x $12.80 20.4x $13.12

Parent & Other EPS 0% ($0.22) 17.4x ($3.88) 19.9x ($4.44) 20.4x ($4.55)

Utility Value $37.69 $46.54 $47.71 (a)

Premium/

Valuation (Discount) EV/EBITDA Implied Value EV/EBITDA Implied Value EV/EBITDA Implied Value

EXC Power Valuation (exlcludes CENG Put) Metric % 2022E Multiple ($ MM) Multiple ($ MM) Multiple ($ MM)

EXC Gen - Power EBITDA 13% $1,491 5.0x $7,455 8.5x $12,674 9.0x $13,419

EXC Gen - Retail EBITDA -14% $620 3.5x $2,170 6.0x $3,720 9.0x $5,580

Unregulated Enterprise Value $9,625 $16,394 $18,999

Less:EXC Gen Net Debt (2022E) ($6,681) ($6,681) ($6,681)

Unregulated Equity Value per Share $3.01 $9.92 $12.58 (b)

BMO EXC Equity Value per Share (excludes CENG put option exercise) $40.70 $56.46 $60.29 (a) +(b)

Premium/

Valuation (Discount) EV/EBITDA Implied Value EV/EBITDA Implied Value EV/EBITDA Implied Value

EXC Power Valuation (includes CENG Put) Metric % 2022E Multiple ($ MM) Multiple ($ MM) Multiple ($ MM)

EXC Gen - Power EBITDA 13% $1,755 5.0x $8,776 8.5x $14,920 9.0x $15,797

EXC Gen - Retail EBITDA -14% $620 3.5x $2,170 6.0x $3,720 9.0x $5,580

Unregulated Enterprise Value $10,946 $18,640 $21,377

Less:EXC Gen Net Debt (2022E) ($7,086) ($7,086) ($7,086)

Unregulated Equity Value per Share $3.94 $11.80 $14.60 (c)

BMO EXC Equity Value per Share $41.63 $58.34 $62.31 (a) +(c)

EXC Gen CENG Put Option Impacts 2021 2022 2023 2024

EXC Gen Projected Net Debt $6,918.5 $6,680.5 $6,454.7 $5,864.3

Projected EXC Gen EBTIDA (standalone) $2,355.2 $2,111.0 $2,106.2 $2,023.8

Incremental EBTIDA $264.2 $278.0 $288.4 $276.4 Target Leverage

Proforma Debt/EBITDA Includes Non-Recourse debt 2.80x 2.84x 2.86x 2.71x 3.00x

Proforma Debt/EBITDA Includes ex non-recourse debt 2.59x 2.74x 2.64x 2.49x 3.00x

Incremental Debt Capacity incl existing non-recourse debt $405.7 $110.0 $400.0 $375.0

Incremental Debt Capacity with excluding non-recourse debt $1,191.0 $1,191.0 $1,191.0 $1,191.0

EXC Corp. Adjusted for CENG Put Exercise

Alternative FFO/Adjusted debt

FFO $9,211 $9,435 $9,791 $9,079

Adjusted Net Debt $38,433 $41,873 $43,342 $42,303

FFO/Total Debt 24% 23% 23% 21%

BMO Low Case BMO Base Case BMO High Case

BMO Low Case BMO Base Case BMO High Case

BMO Low Case BMO Base Case BMO High Case

We derive our $56 

target price for EXC 

based on our sum-of-

the-parts analysis shown 

to the right. 
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Exhibit 8:  EXC Model Outputs  Exhibit 9:  Model Assumptions  

 

 

 

Source: BMO Capital Markets   Source: BMO Capital Markets  

 

EXC Model Summary 2019 2020 2021 2022 2023

EPS By Segment

EXC Gen $1.31 $1.20 $0.85 $0.68 $0.67

Com Ed $0.71 $0.74 $0.78 $0.86 $0.92

PECO $0.52 $0.51 $0.55 $0.59 $0.64

BGE $0.37 $0.36 $0.41 $0.47 $0.50

PHI $0.55 $0.59 $0.61 $0.64 $0.68

Parent & Other ($0.24) ($0.23) ($0.20) ($0.22) ($0.25)

Consolidated E.P.S. $3.22 $3.17 $3.01 $3.01 $3.15

Dividend per share $1.45 $1.53 $1.61 $1.69 $1.77

Payout Ratio total 45.1% 48.3% 53.4% 56.0% 56.2%

Payout Ratio % of Regulated earnings 67.5% 69.7% 68.2% 65.8% 64.9%

Dividend Yield 2.9% 3.1% 3.2% 3.4% 3.6%

Valuation Metrics

Price to Earnings 15.5x 15.7x 16.6x 16.5x 15.8x

Price to Book Value 1.4x 1.3x 1.3x 1.3x 1.2x

Funding Sources

Cash Flow from Operations $6,659 $7,973 $8,047 $8,213 $8,506

Total Debt Financings $2,732 $4,000 $3,250 $4,350 $2,425

Total Equity Financings $0 $0 $0 $0 $0

Credit Metrics

Total Debt/Capitlization 50% 53% 50% 52% 51%

FFO/Total Debt 28% 19% 21% 20% 20%

EBITDA/Interest Expense 6.9x 6.3x 6.1x 6.0x 6.0x

Regulated Operations Performance - Realized ROE

Com Ed 9.7% 9.7% 9.5% 9.7% 9.7%

PECO 11.9% 11.9% 11.7% 11.6% 11.5%

BGE 9.8% 9.4% 9.8% 10.3% 10.2%

PHI 10.1% 10.2% 10.2% 10.1% 10.1%

EXC Gen Performance

EXC Gen EBITDA $2,927 $2,746 $2,355 $2,111 $2,106

EXC Gen CFO $3,576 $3,211 $2,938 $2,763 $2,751

EXC Gen FCF $1,651 $1,286 $1,188 $1,238 $1,226

Key Model Assumptions 2019 2020 2021 2022 2023

Total Capital Expenditures by Segment

EXC Gen $1,925 $1,925 $1,750 $1,525 $1,525

Com Ed 1,900             2,375             2,325             2,400             2,450             

PECO 1,000             1,100             1,200             1,225             1,200             

BGE 1,175             1,325             1,200             1,150             1,150             

PHI 1,425             1,675             1,675             1,800             1,675             

Parent & Other -                 -                 -                 -                 -                 

Consolidated Capital Expenditures $7,425 $8,400 $8,150 $8,100 $8,000

YE Rate Base Estimates

Com Ed $15,080 $16,525 $17,793 $19,021 $20,403

PECO 7,792             8,423             9,227             10,055           10,880           

BGE 6,803             7,594             8,281             8,968             9,503             

PHI 10,815           11,551           12,028           12,757           13,457           

Total Rate Base $40,491 $44,092 $47,329 $50,800 $54,244

Midwest Generation

Volumes (GWhs) 97,500 96,500 95,600 96,000 96,000

Hedged % 98.5% 93.5% 62.5% 35.0% 20.0%

NI Hub 7x24 Hedge Price ($/MWh) $29.50 $27.50 $26.50 $25.50 $25.50

BMO 7x24 NI HUB Price ($/MWh) $23.15 $21.76 $22.10 $22.34 $22.72

Mid-Atlantic Generation

Volumes (GWhs) 54,138 47,756 48,237 48,276 48,254

Hedged % 97.5% 100.0% 68.5% 25.0% 10.0%

PJM-W Hedge Price ($/MWh) $39.00 $36.50 $31.50 $33.00 $33.00

BMO PJM-W Price ($/MWh) $29.35 $25.79 $25.97 $26.45 $26.54

Capacity and ZEC Revenues

Midwest $819 $776 $684 $671 $718

Mid-atlantic 710                619                647                539                539                

ERCOT -                 -                 -                 -                 -                 

New York 334                329                365                368                370                

New England 187                139                114                96                  64                  

Total Capacity and ZEC Revenue $2,051 $1,863 $1,811 $1,674 $1,691
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Methodology and Risks to Target Price/Valuation for Exelon (EXC-NSDQ)

Methodology: We value EXC using our sum-of-the-parts valuation analysis to derive our $56 target price. Our valuation takes into account the
quality of EXC generation assets relative to its peers and the company's regulated business rate base growth and funding sources. Failure of
IL legislation that would allow EXC's IL nuclear plants to find an alternative to selling its output into weak wholesale markets is the key risk to
our rating and target price.

Risks: Failure to pass a version of the “Clean Energy Jobs Act” in the upcoming legislative session that sufficiently expands financial support
for EXC Gen’s nuclear plants would cause us to reevaluate our rating. The ongoing FBI investigation may include lobbying activities on the
part of ComEd staff and could affect future regulatory treatment for the ComEd utility. Nuclear operations are subject to additional safety and
regulatory oversight.

Methodology and Risks to Target Price/Valuation for NRG Energy Inc (NRG-NYSE)
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Methodology: Our $43.50/share target price is derived from a combination of our sum-of-the-parts and FCF yield valuations consistent with
our valuation of the companies in our coverage universe within the IPC and diversified utility segments.

Risks: NRG's generation business is subject to commodity price risk (primarily natural gas prices and power prices) as well as regulatory
and safety risk related to its nuclear plant operations. In addition, NRG continues to own and operate several coal generation plants that are
subject to potential additional environmental regulations.

Methodology and Risks to Target Price/Valuation for Public Service Enterprise Grp (PEG-NYSE)

Methodology: We value PEG using our sum-of-the-parts valuation to derive our $63 target price. We use an average of our base case P/
E multiple for regulated electric and gas distribution utility, which for PEG results in a base case multiple of 19.8x, which we apply to 2022E
Utility EPS. We apply the same valuation multiple to the earnings we ascribe at the Parent company. We utilize an 8.0x EV/EBITDA multiple for
the company’s merchant power business and apply it to our 2022 EBITDA estimate for PSEG Power and then subtract net debt at this operating
company to arrive at an equity valuation for this segment. We assume a slight 0.5x premium to the IPCs given that PEG’s power assets have
longer useful lives but a 0.5x discount to EXC given the uncertainty for the company’s CCGT assets in New Jersey.

Risks: We see potential downside from PEG's generation business owing to a potential for less capacity revenue given PJM capacity market
uncertainty as well lower power prices. The recently introduced NJ Master Energy Plan calls for a substantial reduction of natural gas use,
which would negatively affect the company's regulated gas distribution business and its gas generation assets at PSEG Power. The company
operates several nuclear facilities that are subject to stringent regulations.We could see upside risk as we only include a portion of the
company’s Clean Energy Future capital spending plan as it is still pending regulatory approval, but this could increase rate base and earnings
upside above our forecast. Our 2022 consolidated EPS estimate is well below consensus; we believe that this is attributable to our lower
commodity price assumptions, another source of upside risk.

Methodology and Risks to Target Price/Valuation for Vistra Energy Corp (VST-NYSE)

Methodology: Our $37/share price target is derived from a combination of our sum-of-the-parts and FCF yield valuations consistent with our
valuation of the companies in our coverage universe within the IPC and diversified utility segments.

Risks: VST's generation business is subject to commodity price risk (primarily natural gas prices and power prices) as well as regulatory and
safety risk related to its nuclear plant operations. In addition, VST continues to own and operate several coal generation plants that are subject
to potential additional environmental regulation.

Distribution of Ratings (February 18, 2020)

Rating category BMO rating BMOCM US
Universe*

BMOCM US IB
Clients**

BMOCM US IB
Clients***

BMOCM
Universe****

BMOCM IB
Clients*****

StarMine
Universe~

Buy Outperform 44.1 % 25.8 % 53.1 % 46.7 % 54.4 % 57.7%

Hold Market Perform 51.8 % 18.2 % 44.1 % 50.1 % 44.5 % 37.5%

Sell Underperform 4.0 % 14.3 % 2.7 % 3.1 % 1.1 % 4.8%

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts.
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services
as percentage within ratings category.
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking
services as percentage of Investment Banking clients.
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services
as percentage of Investment Banking clients.
~ As of April 1, 2019.

Ratings Key (as of October 2016)

We use the following ratings system definitions:
OP = Outperform - Forecast to outperform the analyst’s coverage universe on a total return basis;
Mkt = Market Perform - Forecast to perform roughly in line with the analyst’s coverage universe on a total return basis;
Und = Underperform - Forecast to underperform the analyst’s coverage universe on a total return basis;
(S) = Speculative investment;
Spd = Suspended - Coverage and rating suspended until coverage is reinstated;
NR = No Rated - No rating at this time; and
R = Restricted - Dissemination of research is currently restricted.

BMO Capital Markets' seven Top 15 lists guide investors to our best ideas according to different objectives (CDN Large Cap, CDN Small Cap, US
Large Cap, US Small Cap, Income, CDN Quant, and US Quant have replaced the Top Pick rating).

Exelon | Page 13 February 19, 2020243

Attachment SDR-ROR-10(e)
243 of 559



Prior BMO Capital Markets Rating System

(April 2013 - October 2016)
http://researchglobal.bmocapitalmarkets.com/documents/2013/rating_key_2013_to_2016.pdf

(January 2010 - April 2013)
http://researchglobal.bmocapitalmarkets.com/documents/2013/prior_rating_system.pdf

Other Important Disclosures

For Important Disclosures on the stocks discussed in this report, please go to https://researchglobal0.bmocapitalmarkets.com/public-disclosure/
or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital Markets, 1
First Canadian Place, Toronto, Ontario, M5X 1H3.

Dissemination of Research

Dissemination of BMO Capital Markets Equity Research is available via our website https://researchglobal0.bmocapitalmarkets.com/ Institutional
clients may also receive our research via Thomson Reuters, Bloomberg, FactSet, and Capital IQ. Research reports and other commentary are
required to be simultaneously disseminated internally and externally to our clients. Research coverage of licensed cannabis producers and other
cannabis-related companies is made available only to eligible approved North American, Australian, and EU-based BMO Nesbitt Burns Inc., BMO
Capital Markets Limited, and BMO Capital Markets Corp. clients via email, our website and select third party platforms.

~ Research distribution and approval times are provided on the cover of each report. Times are approximations as system and distribution
processes are not exact and can vary based on the sender and recipients’ services. Unless otherwise noted, times are Eastern Standard and
when two times are provided, the approval time precedes the distribution time.

BMO Capital Markets may use proprietary models in the preparation of reports. Material information about such models may be obtained by
contacting the research analyst directly. There is no planned frequency of updates to this report.

For recommendations disseminated during the preceding 12-month period, please visit: https://researchglobal0.bmocapitalmarkets.com/public-
disclosure/.

General Disclaimer

"BMO Capital Markets" is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal
and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets Limited in the U.K., Bank of Montreal Europe Plc in Ireland and BMO Capital
Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of Montreal Europe Plc and BMO Capital Markets Corp are
affiliates. Bank of Montreal or its subsidiaries ("BMO Financial Group") has lending arrangements with, or provide other remunerated services
to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure that the contents
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete.
However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any
errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report
is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be construed
as advice designed to meet the particular investment needs of any investor. Nothing herein constitutes any investment, legal, tax or other
advice nor is it to be relied on in any investment or decision. If you are in doubt about any of the contents of this document, the reader should
obtain independent professional advice. This material is for information purposes only and is not an offer to sell or the solicitation of an offer
to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on
a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities
discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO
Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or
sell securities of issuers discussed herein.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local
laws or regulations. Its contents have not been reviewed by any regulatory authority. BMO Capital Markets does not represent that this report
may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory requirements in
other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited is exempt from the requirement to hold an Australian financial services licence under the
Corporations Act and is regulated by the UK Financial Conduct Authority under UK laws, which differ from Australian laws. This document is
only intended for wholesale clients (as defined in the Corporations Act 2001) and Eligible Counterparties or Professional Clients (as defined in
Annex II to MiFID II).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein
subject to the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should
do so through BMO Nesbitt Burns Inc.
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The following applies if this research was prepared in whole or in part by Colin Hamilton, Alexander Pearce, David Round or Edward Sterck: This
research is not prepared subject to Canadian disclosure requirements. This research is prepared by BMO Capital Markets Limited and distributed by
BMO Capital Markets Limited or Bank of Montreal Europe Plc and is subject to the regulations of the Financial Conduct Authority (FCA) in the United
Kingdom and the Central Bank of Ireland (CBI) in Ireland. FCA and CBI regulations require that a firm providing research disclose its ownership
interest in the issuer that is the subject of the research if it and its affiliates own 5% or more of the equity of the issuer. Canadian regulations
require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own
1% or more of the equity of the issuer that is the subject of the research. Therefore each of BMO Capital Markets Limited and Bank of Montreal
Europe Plc will disclose its and its affiliates’ ownership interest in the subject issuer only if such ownership exceeds 5% of the equity of the issuer.
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Clients, as defined in Annex II to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID II”).

Singapore: This disclaimer applies to research reports distributed by the Private Banking unit of Bank of Montreal, Singapore Branch ("BMO SG"),
an exempt financial adviser under the Financial Advisers Act (Cap. 110) of Singapore ("FAA") only. This research report is prepared by BMO Capital
Markets and distributed by BMO SG pursuant to an arrangement under regulation 32C of the Financial Advisers Regulations of Singapore. This
research report is distributed by BMO SG solely to persons who qualify as accredited investors as defined in the FAA only, and is not intended
for and may not be circulated to the general public. This report and any information contained in this report shall not be disclosed to any other
person. If you are not an accredited investor, please disregard this report. BMO SG does not accept legal responsibility for the contents of the
report. Recipients should contact BMO SG at 65-6535 2323 for matters arising from, or in connection with the report.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to
the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should
do so through BMO Capital Markets Corp.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (the "Order") or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as
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To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Regulation of Investment Advice, Investment Marketing
and Portfolio Management of 1995 (the "Advice Law") nor does it carry insurance as required thereunder. This document is to be distributed
solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968.
This document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished,
retransmitted, distributed, disclosed, or otherwise made available, in whole or in part, directly or indirectly, in hard or soft copy, through any
means, to any person, except with the prior written consent of BMO Capital Markets.

Click here for data vendor disclosures when referenced within a BMO Capital Markets research document.
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For analyst certification and important disclosures, please refer to the Disclosure Appendix.
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Alert
February 18, 2020

Energy: Electric Utilities

Heads Up – The Week Ahead in Utilities: SCOTUS/ACP Conference Call, XEL, EXC,
NEE, SRE CNP, AEP
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Earnings for utilities under our coverage continue this week, with OTTR, ETR, AEP, ES, SO, and ED reporting 2019
full-year operating performance; Staff testimony due for XEL in TX and hearings begin for XEL's SPS in NM; Staff and
Intervenor testimony due for EXC; SRE's IEnova expresses concern over Mexico's transmission permit proposal;
NEE's Santee Cooper bid faces local scrutiny; PUCT finally authorizes CNP's settlement agreement and notably
adds no dividend restrictions; AEP files settlement in TX in line with our expectations; FERC authorizes Cameron
LNG to start service to Train 2.

Upcoming policy event:

SCOTUS ACP Case: Post-Hearing Debrief with Prof. Neil Siegel

On Monday, February 24, constitutional law expert with SCOTUS experience, Prof. Neil Siegel, will attend the SCOTUS ACP hearing.
Following the conclusion of the oral argument, Prof. Siegel will offer his views on the outcome of the case and answer questions via
a conference call.

DATE AND TIME: Monday, February 24, 2020, at 1:30PM ET

Please contact your salesperson for dial-in details.

This upcoming week, OTTR (February 18), ETR (February 19), AEP (February 20), ES (February 20), SO (February 20), and ED
(February 20) report 4Q and FY19 operating performance.

Under our coverage, NEE, WEC, CMS, XEL, DTE, FE, EXC, D, DUK, and POR have reported FY19 results. NEE reported a slight
miss for the full year, but reiterated its LT view for the business. WEC beat full-year operating guidance for the 16th year in a row,
driven by meaningful cost efficiencies. CMS reported FY19 in line with expectations and slightly raised FY20 earnings expectations.
XEL, DTE, and FE beat FY19 expectations and reiterated its FY20 and LT growth outlooks. EXC reported a solid full year of operating
performance with overall positive regulatory developments and 2020 guidance initiated in line with expectations. However, ExGen
challenges continue, and we await regulatory and legislative progress for further clarity on the future of EXC's story. D reported an in-
line FY19 and initiated 2020 guidance of $4.25-$4.60, which supports management's LT guidance of 5% growth at the midpoint. While
ACP remains a NT concern, we see the offshore wind program as a LT positive with material capital deployments picking up in 2024.
At present, we await incremental color on ACP legal resolutions and look toward the SCOTUS hearing on February 24 as a potential
NT catalyst. DUK reported strong FY19 results and provided 2020 and LT growth guidance in line with prior targets (e.g., 4-6% range)
despite $6.5B in additional capex programs in the 2020-2023 time frame, which, considering a number of uncertainties related to ACP
and rate proceedings, we believe is justified. POR reported FY19 results and initiated 2020 guidance in line with expectations. LT
earnings growth guidance of 4-6% was extended post-2021 through the planning period, which is a positive, nuanced development,
in our view. Large-scale projects remain on-schedule, and OR spring legislative session and 2019 IRP remain in focus.

A full regulatory calendar for companies under our coverage is presented below. Some notable dates this week include:

Hearings begin for XEL's SPS in NM on February 17, after settlement filing in January: As a reminder, on January 13, XEL's SPS
and participating parties filed an uncontested stipulation agreement calling for a base rate revenue increase of $31M premised on a
9.45% ROE (54.77% equity). The stipulation agreement compares to the Company's revised request for a $47M increase premised
on 10.10% ROE (54.77% equity). Notably, the agreement includes an acceleration of depreciation on the Tolk coal plant to reflect
early retirement in 2037, which results in an increase to depreciation expense of $8M. This compares to the Company's request to
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increase depreciation expense by $14.6M to reflect accelerated retirement of the Tolk facility in 2032. However, the Company notes
the Signatories of the stipulation will not oppose SPS's full application of depreciation rates associated with the 2032 retirement date
in the Company's next GRC. We are moderately constructive on the stipulation given the Company received ~65% of its ask (we
assumed ~50%) and will increase its equity ratio 80 bps from currently authorized levels, something the Company highlighted as a
priority. Also, the agreement to accelerate depreciation and retirement of the Tolk facility is a positive, especially given the Company's
request has been rejected in past cases. For reference, final rates are expected to take effect in June or July.

Staff testimony in XEL's TX GRC expected on February 18: Based on recent management commentary, there appears to be a
definite read-through for XEL on some issues related to CNP’s CEHE rate case, but it noted little concern about the disallowance of
capital, especially given Hale Wind makes up the majority of the current request and has already been pre-approved for recovery.
Investors have notably been pointed toward XEL's NM rate case as a "better proxy" for its TX rate case given the attempted recovery
of Hale Wind and a number of the same interveners in both cases. Furthermore, XEL’s TX utility is within SPP, and vertically integrated
utilities have traditionally been awarded higher ROEs due to the enhanced risk-profile compared to wires-only utilities. We look for
an authorization for ~66% of the revenue ask and a 9.5% ROE, which we view as conservative, and expect the case to be non-
controversial. A final decision is expected from the PUCT in 2Q20 with rates going into effect immediately thereafter. Management
expects to file for a rate review in TX in early 1Q21 with respect to recovery of its Sagamore Wind project.

Staff and Intervenor testimony due for EXC in D.C. on February 19: As a reminder, on September 16, EXC's Pepco filed
supplemental testimony to reflect the ALJ's decision to adopt an amended procedural schedule, which delayed an effective date for
newly authorized rates to November 1, 2020 from May 1, 2020. Nonetheless, the updated revenue requirement request was negligible
from initial testimony as Pepco now supports a $160.2M increase vs. the initial request of $161.8M. The request is still predicated on a
10.35% ROE (50.68% of capital) on an average rate base of $2.56B. As a reminder, this is the Company's first multiyear rate request
in the state. With forward-looking test years, the Company proposes increases of $84.1M, $40.0M, and $36.0M for 2020, 2021, and
2022, respectively. The periodic increases reflect a requested "smoothing adjustment," which attempts to spread out the overall rate
increase over the three-year period. The remainder of the testimony and litigation will occur in the first half of 2020.

Recent developments for companies under our coverage include:

In our midweek report, we wrote: 1) AGR's Vineyard Wind project timeline was postponed again – this time past 2022; 2) Santee
Cooper bidding process gained clarity as NEE and D earned bid recommendations; 3) SO's Vogtle reached another milestone as
2020 progress comes into focus; 4) VA House lawmakers passed a bill phasing out coal generation and promoting 100% renewable
generation by 2050; 5) ES/Orsted continue progress of offshore wind development in CT; 6) POR signed a PPA agreement with AGR
for future solar farm output in OR; and, 7) NOVA enters into strategic partnership with Generac.

SRE - IEnova expresses concern over Mexico's transmission permit proposal:

● According to media reports, SRE's IEnova pushed back on Mexico's government proposal to alter transmission permitting,
expressing concern the move would suppress future expansion plans. The draft proposal posted by CRE would prohibit companies
from adding new customers to self-supply contracts, potentially hobbling third-party generators (majority renewables).

● While the plan has yet to be formalized and approved by CRE, it is aligned with the current Mexican administration's policies, which
are aimed at rolling back prior energy deregulation reform. The prevailing political climate presents a clear challenge to SRE, in our
view, which has exposure to Mexico via its ECA LNG project (needing a multiyear export permit), in addition to its stake in IEnova.
The shares of SRE have underperformed the UTY by ~5% YTD, which we think is partially a function of these concerns.

On a slightly more positive note, FERC authorized SRE's Cameron LNG to start service to Train 2: On February 13, the FERC
granted SRE's February 10 request for Cameron LNG Train 2 to begin service. The authorization included satisfactory commentary
on the rehabilitation of areas affected by the LNG project. Train 2 COD follows Train 1, which was authorized to begin service back in
July 2019. The third train is expected to begin service in 2Q20. The train has been producing since late 2019.

NEE - Santee Cooper bid faces local scrutiny:

● South Carolina news outlet The Post and Courier wrote in a February 15 article that NEE's proposal to buy Santee Cooper includes
projects that the publication has characterized as "land mines."

● The article highlights the utility's bid as such given the bid includes pre-approval for a number of projects, including 800 MW of
solar power, a new 1,250 MW gas plant, and an expansion of the existing Santee Cooper plant, among others, where costs can
be passed on to customers even if the project falls through.

● The article argues skepticism is warranted given Santee Cooper's recent failure with VC Summer and quotes environmental attorney
Bob Guild's hesitation for the utility to repeat its mistake. We wrote on NEE's acquisition attempt here.

● With NEE and D effectively short-listed for the acquisition, we expect the news flow and the scrutiny of the potential deal will pick
up in the NT, and we will continue to watch the situation as it unfolds.
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PUCT finally authorizes CNP's settlement agreement and notably adds no dividend restrictions:

● We wrote about CNP's filed stipulation agreement and updated forward estimates on January 21. At this juncture, we are moderately
constructive on the outcome given the absence of dividend restrictions and the authorized bump to ROE and equity layer from the
Commission's initial stance on November 14.

● The stipulated rate case parameters outlined in CNP's 8K filing were roughly in line with our expectations, with both ROE and equity
layer edging closer to the 2019 ALJ recommendation and translating to comparable FFO/OI shortfalls.

● With the sale of the Company's infrastructure service business now likely and clarity on the TX GRC and its likely impact, we look
for meaningful, incremental commentary on the future of the business on the Company's February 27 FY19 earnings call.

AEP files settlement in TX in line with our expectations:

● On February 13, AEP-TX filed a stipulation agreement with all interested parties in the case calling for a $40M revenue requirement
reduction premised on a 9.4% ROE (42.5% equity layer) and a 6.45% total return on a retail delivery rate base valued at $2.404B
and a wholesale transmission rate base valued at $2.626B. The settlement is in line with our expectations and congruent with CNP's
authorization on February 14, which leads us to assume an authorization in line with the settlement agreement. Based on CNP's
authorization, we also assume no dividend restrictions will be attached to AEP's ultimate decision. The PUCT is expected to issue
a final order on the settlement at the next commission open meeting on February 27.

● As a reminder, the ALJ in AEP-TX's rate case recommended the PUCT authorize a gross $2.4M electric base rate increase premised
on a 9.4% ROE (45% equity), which, after a $22.2M tax refund, would result in a net decrease of $19.8M for electric retail customers.
The ALJ also recommended adopting ring-fencing provisions for AEP as well as disallowing certain rate base additions related to
incentive compensation and vegetation management costs. Similar to CNP, the majority of rate base disallowances were removed
from the settlement agreement, while the majority of ring-fencing provisions were maintained.
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Regulatory Calendar:
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Recent Research:

POR: Initiating Coverage with SW Rating

CNP: As the Dust Settles, Post-GRC Future Begins to Take Shape

Utilities: Great Expectations – 2020 Sector Outlook and Valuation Update

SO: Beyond Vogtle; Upgrading to Overweight with a $71 Price Target

FERC MOPRs Nukes - First Read

OTTR: Initiating Coverage with OW Rating

With the Wind in Its Sails - Notes from AEP HQ Visit

We hosted a series of constructive company and investor meetings at the EEI conference in November. Read our takeaways
here.

ES: Valuation Full, They Said? We Beg to Differ

SRE - ALERT: LNG-Like Growth with Utility-Like Risk Profile; Notes from Management Meetings

XEL: Strong Growth Story Continues; Notes from XEL Meetings

Mirror, Mirror on the Wall, Who's the Fairest of Them All? Launching Coverage of Residential Solar Space

Utilities: Looking for Opportunities at the End of the Cycle
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KBCM Comp Sheet:

Note: ETR, ED, OTTR, and XEL price targets are under review.
Source: KeyBanc Capital Markets Inc., company reports

Price Performance YTD:

Source: Thomson Reuters. Note: Results presented cannot and should not be used as an indicator of future performance.
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Power Curves

Below, we present forward power curves in key U.S. power markets, including NE ISO (Connecticut), NY ISO (zone J), PJM Eastern
Hub and PJM West, ERCOT South, Gulf Coast, Illinois, Midwest, and CA ISO (Palo Verde). Movements in power curves directly impact
names under our coverage with merchant power arms: EXC and PEG.

Over the past week, 2019 forward power prices dropped slightly in Northern California, PJM East, and NE ISO with a 0-2% decline,
while ERCOT South, Southern California, and Oregon were uniquely higher. Forward power prices for 2020 and 2021 were mixed in
most regions, with changes ranging from -2% to 2%.
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Figure 1 - Forward Power Curves

Source: SNL, KeyBanc Capital Markets Inc.
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Forward Power Curves (Cont'd)

Source: SNL, KeyBanc Capital Markets Inc.
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Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 230 43.48 54 23.48

Sector Weight [SW] 286 54.06 47 16.43

Underweight [UW] 13 2.46 3 23.08
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 29 53.70 12 41.38

Sector Weight [SW] 24 44.44 10 41.67

Underweight [UW] 1 1.85 1 100.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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Key Data  __________________________________ 

 
GS Forecast  ________________________________ 

 
GS Factor Profile  ____________________________ 

 
Source: Company data, Goldman Sachs Research estimates. 

See disclosures for details.

Market	cap:	$48.0bn

Enterprise	value:	$88.6bn

3m	ADTV:	$287.0mn

United	States

America-Diversified	Utilities

M&A	Rank:	3

12/19 12/20E 12/21E 12/22E

Revenue	($	mn)	New 34,438.0 26,186.2 26,233.8 27,137.9

Revenue	($	mn)	Old 32,530.3 26,375.2 26,724.6 --

EBITDA	($	mn) 8,594.0 9,114.2 8,954.2 9,661.1

EBIT	($	mn) 4,342.0 5,055.1 4,763.2 5,326.8

EPS	($)	New 3.22 3.13 2.86 3.28

EPS	($)	Old 3.01 3.05 3.10 --

P/E	(X) 14.7 15.7 17.2 15.0

Dividend	yield	(%) 3.1 3.1 3.2 3.4

Net	debt/EBITDA	(X) 4.3 4.2 4.4 4.1

12/19 3/20E 6/20E 9/20E

EPS	($) 0.83 0.81 0.63 0.98

EXC	relative	to	Americas	Coverage

EXC	relative	to	Americas	Utilities

Growth

Financial	Returns

Multiple

Integrated

Percentile 20th 40th 60th 80th 100th

 

We remain Buy rated on large cap EXC and continue to view 

this as an undervalued SOTP story. Following 4Q2019 earnings, 
we update estimates to reflect (1) 4Q2019 results, (2) revised 
hedging disclosures for EXC Generation, (3) updated capital 
spending and rate increase assumptions across the regulated 
segments, and (4) our updated view on power forwards.  We revise 
EPS estimates from $3.05/$3.10 to $3.13/$2.86 for 2020/2021 and 
introduce 2022 EPS of $3.28, with 14% total return to our $55, 
12-month price target. 

Increased capital spending drives higher regulated rate base 

and EPS...  EXC raised utility capital spend estimates for 2020-2022 
by $525mn/$650mn/$650mn versus the outlook provided at EEI in 
November, with the largest increases at PECO and PHI.  This higher 
capital spend flows through our forecasts — creating modest lag in 
2021 at segments without a full year of a forward test year or rate 
setting, but also higher LT earnings power once in rates.  We view 
efforts by EXC and other regulated utilities in both Maryland and DC 
to gain approval for and implement future test years with multi year 
rate plans as key regulatory events to monitor this year. 

....while lower power prices drive lower ExGen estimates. On 
the non-regulated side, we lower our power price assumptions on 
revised heat rate and gas basis levels for EXC’s unhedged MWh. 
Flowing through changes, our 2021 ExGen Open EBITDA moves 
lower by ~20%. We note our ExGen forecasts assume the current 
Illinois, New Jersey and New York ZECs, but no adjustments or 
other state subsidies or pricing mechanisms.   

Our $55 target price implies 14% total return. We revise our price 
target slightly — from $58 to $55 (driven by a decrease in ExGen’s 
interest in open EBITDA) but still see meaningful upside. We use a 

EXC 12m	Price	Target:	$55.00 Price:	$49.26 Upside:	11.7%

Exelon Corp. (EXC) 

Still a solid sum of the parts story; stay Buy rated on EXC

13 February 2020 | 6:16AM EST

 

Goldman Sachs does and seeks to do business with companies covered in its research reports. As a result, 
investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this 
report. Investors should consider this report as only a single factor in making their investment decision. For Reg AC 
certification and other important disclosures, see the Disclosure Appendix, or go to 
www.gs.com/research/hedge.html. Analysts employed by non-US affiliates are not registered/qualified as research 
analysts with FINRA in the U.S. 

Michael Lapides 
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Ratios & Valuation  _______________________________________ 

 
Growth & Margins (%)  ____________________________________ 

 
Price Performance  _______________________________________ 

 

 
Source: FactSet. Price as of 12 Feb 2020 close. 

Income Statement ($ mn)  __________________________________ 

 

12/19 12/20E 12/21E 12/22E

P/E	(X) 14.7 15.7 17.2 15.0

EV/EBITDA	(X) 10.0 9.7 10.0 9.3

EV/sales	(X) 2.5 3.4 3.4 3.3

FCF	yield	(%) (1.3) 1.5 1.6 2.9

EV/DACF	(X) 8.0 8.5 8.8 8.3

CROCI	(%) 9.5 8.7 8.0 8.0

ROE	(%) 9.3 9.3 8.1 8.9

Net	debt/EBITDA	(X) 4.3 4.2 4.4 4.1

Net	debt/equity	(%) 107.6 105.0 103.7 100.3

Interest	cover	(X) 2.7 3.2 2.9 3.3

Inventory	days 40.7 93.3 91.6 90.3

Receivable	days 63.8 86.1 85.9 83.1

Days	payable	outstanding 86.7 187.8 184.5 181.8

12/19 12/20E 12/21E 12/22E

Total	revenue	growth (4.3) (24.0) 0.2 3.4

EBITDA	growth 4.9 6.1 (1.8) 7.9

EPS	growth 3.3 (2.8) (8.8) 14.8

DPS	growth 5.1 5.0 5.0 5.0

Gross	margin 55.0 73.6 73.2 73.7

EBIT	margin 12.6 19.3 18.2 19.6

EXC	($) S&P	500

Apr-19 Jul-19 Oct-19 Jan-20

42

44

46

48

50

52

2,600

2,800

3,000

3,200

3,400

3,600

3m 6m 12m

Absolute 11.1% 9.0% 2.8%

Rel.	to	the	S&P	500 1.7% (7.0)% (16.5)%

12/19 12/20E 12/21E 12/22E

Total	revenue 34,438.0 26,186.2 26,233.8 27,137.9

Cost	of	goods	sold (15,496.0) (6,918.5) (7,042.1) (7,148.0)

SG&A (8,616.0) (8,406.2) (8,469.7) (8,535.0)

R&D 0.0 0.0 0.0 0.0

Other	operating	inc./(exp.) (1,732.0) (1,747.4) (1,767.8) (1,793.8)

EBITDA 8,594.0 9,114.2 8,954.2 9,661.1

Depreciation	&	amortization (4,252.0) (4,059.0) (4,191.1) (4,334.3)

EBIT 4,342.0 5,055.1 4,763.2 5,326.8

Net	interest	inc./(exp.) (1,616.0) (1,601.3) (1,617.4) (1,627.8)

Income/(loss)	from	associates (183.0) -- -- --

Pre-tax	profit 3,801.0 3,899.0 3,592.0 4,146.2

Provision	for	taxes (773.0) (750.4) (762.6) (881.1)

Minority	interest (92.0) (88.6) (36.8) (55.1)

Preferred	dividends 0.0 -- -- --

Net	inc.	(pre-exceptionals) 2,936.0 3,060.0 2,792.7 3,210.0

Net	inc.	(post-exceptionals) 3,139.0 3,060.0 2,792.7 3,210.0

EPS	(basic,	pre-except)	($) 3.02 3.14 2.86 3.29

EPS	(diluted,	pre-except)	($) 3.02 3.13 2.86 3.28

EPS	(ex-ESO	exp.,	dil.)	($) -- -- -- --

DPS	($) 1.45 1.52 1.60 1.68

Div.	payout	ratio	(%) 48.0 48.5 55.9 51.1

Wtd	avg	shares	out.	(basic)	(mn) 972.3 974.8 975.8 976.8

Wtd	avg	shares	out.	(diluted)	(mn) 973.5 976.8 977.8 978.8
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Balance Sheet ($ mn)  _____________________________________ 

 
Cash Flow ($ mn)  ________________________________________ 

 
Source: Company data, Goldman Sachs Research estimates.

12/19 12/20E 12/21E 12/22E

Cash	&	cash	equivalents 587.0 592.7 571.3 568.6

Accounts	receivable 6,175.0 6,175.0 6,175.0 6,175.0

Inventory 1,768.0 1,768.0 1,768.0 1,768.0

Other	current	assets 3,507.0 3,507.0 3,507.0 3,507.0

Total	current	assets 12,037.0 12,042.7 12,021.3 12,018.6

Net	PP&E 80,233.0 84,083.8 87,590.8 91,020.5

Net	intangibles 6,677.0 6,677.0 6,677.0 6,677.0

Total	investments 464.0 464.0 464.0 464.0

Other	long-term	assets 25,566.0 24,672.0 23,778.0 22,884.0

Total	assets 124,977.0 127,939.5 130,531.1 133,064.1

Accounts	payable 3,560.0 3,560.0 3,560.0 3,560.0

Short-term	debt 6,080.0 6,080.0 6,080.0 6,080.0

Current	lease	liabilities -- -- -- --

Other	current	liabilities 4,545.0 4,545.0 4,545.0 4,545.0

Total	current	liabilities 14,185.0 14,185.0 14,185.0 14,185.0

Long-term	debt 31,719.0 32,604.0 33,504.0 33,879.0

Non-current	lease	liabilities -- -- -- --

Other	long-term	liabilities 44,500.0 44,865.1 45,239.2 45,723.7

Total	long-term	liabilities 76,219.0 77,469.1 78,743.2 79,602.7

Total	liabilities 90,404.0 91,654.1 92,928.2 93,787.7

Preferred	shares 0.0 -- -- --

Total	common	equity 32,224.0 33,847.9 35,128.6 36,747.0

Minority	interest 2,349.0 2,437.6 2,474.4 2,529.4

Total	liabilities	&	equity 124,977.0 127,939.5 130,531.1 133,064.1

BVPS	($) 33.07 34.70 35.98 37.60

12/19 12/20E 12/21E 12/22E

Net	income 3,028.0 3,148.6 2,829.4 3,265.1

D&A	add-back 5,780.0 5,588.2 5,732.0 5,884.3

Minority	interest	add-back -- -- -- --

Net	(inc)/dec	working	capital (2,768.0) -- -- --

Others 619.0 338.1 347.2 457.5

Cash	flow	from	operations 6,659.0 9,074.8 8,908.6 9,606.9

Capital	expenditures (7,248.0) (8,350.0) (8,150.0) (8,225.0)

Acquisitions (41.0) -- -- --

Divestitures 53.0 -- -- --

Others (24.0) (168.0) (168.0) (168.0)

Cash	flow	from	investing (7,260.0) (8,518.0) (8,318.0) (8,393.0)

Dividends	paid (1,408.0) (1,484.2) (1,560.0) (1,639.6)

Share	issuance/(repurchase) -- -- -- --

Inc/(dec)	in	debt 1,320.0 885.0 900.0 375.0

Others (73.0) 48.0 48.0 48.0

Cash	flow	from	financing (161.0) (551.2) (612.0) (1,216.6)

Total	cash	flow (762.0) 5.7 (21.4) (2.7)

Free	cash	flow (589.0) 724.8 758.6 1,381.9

Free	cash	flow	per	share	($) (0.61) 0.74 0.78 1.41
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slight premium to our baseline multiple of 20x 2021E EPS for Regulated Utilities given 
formula rates at its largest subsidiary and sizable transmission exposure with formula 
rate as well. Upcoming items to monitor include Maryland’s move to a multi-year 
alternative rate plan and potential adoption of an FRR option at states within EXC’s 
service territory. Key risks include power prices, utility regulation and power/gas 
demand.  

EXC in Charts 
  

 

 

 

Exhibit 1: We revise our estimates for 2020/2021 and introduce 
2022... 
EXC New vs. Old vs. Consensus 

 

Exhibit 2: ...with 2021 estimates moving lower largely at Generation 
EPS by segment 

EPS Estimates % Difference

GS- New GS- Old Cons. vs. Old vs. Cons.

2020E $3.13 $3.05 $3.06 3% 2%

2021E $2.86 $3.10 $2.98 (8%) (4%)

2022E $3.28 $3.06 7%

$0.71  $0.79  $0.82  $0.88  

$0.55  $0.47  $0.46  $0.52  
$0.37  $0.38  $0.42  $0.48  
$0.52  $0.54  $0.58  

$0.65  

$1.31  $1.21  $0.85  
$0.99  
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Source: FactSet, Goldman Sachs Global Investment Research

  

Source: Goldman Sachs Global Investment Research

 

Exhibit 3: We continue to see positive FCF from ExGen... 
Cash from operations, cash from investing, free cash flow, EBITDA ($mn) and Net Debt/EBITDA at ExGen 
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Source: Goldman Sachs Global Investment Research

13 February 2020   3

Goldman Sachs Exelon Corp. (EXC)

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:52 AM. 260

Attachment SDR-ROR-10(e)
260 of 559



 

 

Exhibit 4: ...and revise our 12-month price target from $58 to $55, largely on lower ExGen views... 
EXC SOTP 

EXC
Regulated Utilities

Regulated Utilities 20201 EPS $2.28
Target P/E multiple 21.0x

Regulated Utility Equity Value per Share $48
Exelon Generation
Exelon Generation’s Interest in 2021 Open EBITDA ($mm) $1,998

Target EV/EBITDA multiple 7.00x
Exelon Generation Enterprise Value ($mm) $13,986

Exelon Generation Enterprise Value Adjustments & Net Debt ($2,348)
Exelon Generation Equity Value ($mm) $11,638

2021YE Diluted Share Count 976
Exelon Generation Equity Value per Share $12
Holding Company

Exelon Holding Company 2021 EPS ($0.25)
Target P/E multiple 21.0x

Exelon Holding Company Equity Value per Share ($5)
Total Value per Share $55

  

Source: Goldman Sachs Global Investment Research

 

Exhibit 5: ...and see 14% total return potential vs 6% average across our Diversified Utilities coverage 
Utilities Comparable Valuation 

Utilities Comparable Analysis
Close 12-Mo Tot Ret EPS P/E Dividend Dividend

Ticker Rating 02/11/20 Px. Tgt to Target 2018A 2019E 2020E 2021E 2019E 2020E 2021E Yield CAGR 2018-21E
Diversified Utilities
Avangrid, Inc. AGR Sell $52.89 $49 (4%) $2.21 $2.11 $2.32 $2.48 25.1x 22.8x 21.4x 3.3% 4.1%
CenterPoint Energy CNP Buy $27.03 $32 23% $1.60 $1.71 $1.60 $1.70 15.8x 16.9x 15.9x 4.3% 3.8%
Dominion Energy D Neutral $85.22 $85 4% $4.05 $4.14 $4.34 $4.74 20.6x 19.6x 18.0x 4.3% 4.9%
DTE Energy DTE Buy $134.02 $147 13% $6.30 $6.30 $6.64 $7.12 21.3x 20.2x 18.8x 2.9% 7.1%
Entergy ETR Buy $132.89 $127 (2%) $7.00 $6.25 $6.02 $6.14 21.3x 22.1x 21.7x 2.7% 3.4%
Exelon EXC Buy $49.34 $55 14% $3.12 $3.22 $3.13 $2.86 15.3x 15.8x 17.3x 2.9% 5.0%
FirstEnergy FE Buy $51.54 $55 10% $2.59 $2.58 $2.52 $2.72 20.0x 20.4x 19.0x 2.9% 4.8%
NextEra Energy NEE Neutral $272.15 $257 (4%) $7.70 $8.37 $9.04 $9.87 32.5x 30.1x 27.6x 1.8% 14.0%
OGE Energy Corp OGE Sell $45.96 $43 (3%) $2.12 $2.27 $2.28 $2.37 20.2x 20.2x 19.4x 3.3% 6.8%
Public Service Enterprise Group PEG Neutral $57.82 $64 14% $3.12 $3.17 $3.47 $3.43 18.3x 16.7x 16.9x 3.2% 4.9%
Sempra Energy SRE Buy * $158.56 $168 8% $5.57 $6.11 $7.47 $8.55 25.9x 21.2x 18.5x 2.4% 8.7%
Large-cap Regulated Utilities
American Electric Power AEP Neutral $102.22 $99 (0%) $3.95 $4.29 $4.35 $4.67 23.8x 23.5x 21.9x 2.7% 6.1%
Duke Energy DUK Buy $96.99 $104 11% $4.72 $4.99 $4.96 $5.19 19.4x 19.5x 18.7x 3.8% 2.2%
Consolidated Edison ED Neutral 93.18 $94 4% $4.31 $4.27 $4.56 $4.71 21.8x 20.4x 19.8x 3.2% 3.5%
Edison International EIX Buy 78 $87 15% $4.15 $4.37 $4.59 $4.60 17.8x 17.0x 17.0x 3.1% 2.6%
Evergy EVRG Sell 70.84 $62 (10%) $2.67 $2.82 $3.06 $3.17 25.1x 23.1x 22.4x 2.7% 8.5%
Eversource Energy ES Neutral $91.18 $87 (2%) $3.25 $3.46 $3.63 $3.87 26.3x 25.1x 23.5x 2.3% 6.3%
PPL Corp PPL Neutral $36.17 $34 (1%) $2.41 $2.45 $2.40 $2.52 14.7x 15.1x 14.4x 4.7% 3.8%
Southern Company SO Sell $68.59 $61 (7%) $3.05 $3.13 $3.13 $3.23 21.9x 21.9x 21.2x 3.6% 3.5%
WEC Energy Group WEC Sell $100.19 $89 (9%) $3.34 $3.51 $3.73 $3.99 28.5x 26.8x 25.1x 2.4% 6.5%
Diversified Utilities Mean 6% 21.5x 20.6x 19.5x 3.1% 6.0%
Dviersified Utilities Median 6% 20.4x 20.3x 18.8x 3.1% 4.9%
Large-cap Regulated Utilities Mean (0%) 22.1x 21.5x 20.6x 3.1% 4.6%
Large-cap Regulated Utilities Median (1%) 21.9x 22.0x 21.4x 2.9% 3.6%
*Denotes  on Americas Conviction List

  

Source: Goldman Sachs Global Investment Research
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Disclosure Appendix 
  

Reg AC 
I, Michael Lapides, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or 
companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. 

Unless otherwise stated, the individuals listed on the cover page of this report are analysts in Goldman Sachs’ Global Investment Research division. 

GS Factor Profile 
The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its 
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial 
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The 
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may 
vary depending on the fiscal year, industry and region, but the standard approach is as follows: 

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a 
higher percentile indicating a higher growth company. Financial Returns is based on a stock’s forward-looking ROE, ROCE and CROCI (for financial 
stocks, only ROE), with a higher percentile indicating a company with higher financial returns. Multiple is based on a stock’s forward-looking P/E, P/B, 
price/dividend (P/D), EV/EBITDA, EV/FCF and EV/Debt Adjusted Cash Flow (DACF) (for financial stocks, only P/E, P/B and P/D), with a higher percentile 
indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns 
percentile and (100% - Multiple percentile). 

Financial Returns and Multiple use the Goldman Sachs analyst forecasts at the fiscal year-end at least three quarters in the future. Growth uses inputs 
for the fiscal year at least seven quarters in the future compared with the year at least three quarters in the future (on a per-share basis for all metrics). 

For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative.  

M&A Rank 
Across our global coverage, we examine stocks using an M&A framework, considering both qualitative factors and quantitative factors (which may vary 
across sectors and regions) to incorporate the potential that certain companies could be acquired. We then assign a M&A rank as a means of scoring 
companies under our rated coverage from 1 to 3, with 1 representing high (30%-50%) probability of the company becoming an acquisition target, 2 
representing medium (15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2, in line with our standard 
departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not 
factor into our price target, and may or may not be discussed in research. 

Quantum 
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.  

Disclosures 
Coverage group(s) of stocks by primary analyst(s) 
Michael Lapides: America-Diversified Pipelines, America-Diversified Utilities, America-Energy MLPs, America-Independent Power Producers, 
America-Regulated Utilities. Insoo Kim, CFA: America-Diversified Utilities, America-Regulated Utilities. David Fishman, CFA: America-Diversified 
Utilities, America-Independent Power Producers. 

America-Diversified Pipelines: Enbridge Inc., Enbridge Inc., Kinder Morgan Inc., ONEOK Inc., Tallgrass Energy LP, TC Energy Corp., TC Energy Corp., 
Williams Cos..  

America-Diversified Utilities: Avangrid Inc., Centerpoint Energy Inc., CMS Energy Corp., Dominion Energy Inc., DTE Energy Co., Entergy Corp., Exelon 
Corp., FirstEnergy Corp., NextEra Energy Inc., OGE Energy Corp., Public Service Enterprise Group, Sempra Energy.  

America-Energy MLPs: Cheniere Energy Inc., Cheniere Energy Partners, Energy Transfer LP, Enterprise Products Partners LP, Magellan Midstream 
Partners, Plains All American Pipeline LP, Plains GP Holdings, Rattler Midstream LP, TC PipeLines LP.  

America-Independent Power Producers: Clearway Energy Inc., NextEra Energy Partners, NRG Energy Inc..  

America-Regulated Utilities: Ameren Corp., American Electric Power, American Water Works, Atmos Energy Corp., Consolidated Edison Inc., Duke 
Energy Corp., Edison International, Evergy Inc., Eversource Energy, NiSource Inc., PG&E Corp., Pinnacle West Capital Corp., Portland General Electric 
Co., PPL Corp., Southern Co., WEC Energy Group, Xcel Energy Inc..  

Company-specific regulatory disclosures 
The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, “Goldman Sachs”) and companies covered 
by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs has received compensation for investment banking services in the past 12 months: Exelon Corp. ($49.26) 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Exelon Corp. ($49.26) 

Goldman Sachs had an investment banking services client relationship during the past 12 months with: Exelon Corp. ($49.26) 

Goldman Sachs had a non-investment banking securities-related services client relationship during the past 12 months with: Exelon Corp. ($49.26) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: Exelon Corp. ($49.26) 

Goldman Sachs makes a market in the securities or derivatives thereof: Exelon Corp. ($49.26) 

Distribution of ratings/investment banking relationships 
Goldman Sachs Investment Research global Equity coverage universe 
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As of January 1, 2020, Goldman Sachs Global Investment Research had investment ratings on 3,054 equity securities. Goldman Sachs assigns stocks 
as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 
the purposes of the above disclosure required by the FINRA Rules. See ‘Ratings, Coverage groups and related definitions’ below. The Investment 
Banking Relationships chart reflects the percentage of subject companies within each rating category for whom Goldman Sachs has provided 
investment banking services within the previous twelve months.     

Price target and rating history chart(s) 

 

Regulatory disclosures 
Disclosures required by United States laws and regulations 
See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or 
co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed 
public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs trades or may trade as a 
principal in debt securities (or in related derivatives) of issuers discussed in this report.  

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 
professionals reporting to analysts and members of their households from owning securities of any company in the analyst’s area of coverage.  
Analyst compensation:  Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues.  Analyst 
as officer or director: Goldman Sachs policy generally prohibits its analysts, persons reporting to analysts or members of their households from 
serving as an officer, director or advisor of any company in the analyst’s area of coverage.  Non-U.S. Analysts:  Non-U.S. analysts may not be 
associated persons of Goldman Sachs & Co. LLC and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 2242 restrictions on 
communications with subject company, public appearances and trading securities held by the analysts.  

Distribution of ratings: See the distribution of ratings disclosure above.  Price chart: See the price chart, with changes of ratings and price targets in 
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs 
website at https://www.gs.com/research/hedge.html.   

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 
The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and 
regulations. Australia: Goldman Sachs Australia Pty Ltd and its affiliates are not authorised deposit-taking institutions (as that term is defined in the 
Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any access to 
it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman Sachs. In 
producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other 
meetings hosted by the companies and other entities which are the subject of its research reports. In some instances the costs of such site visits or 
meetings may be met in part or in whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific 
circumstances relating to the site visit or meeting. To the extent that the contents of this document contains any financial product advice, it is general 
advice only and has been prepared by Goldman Sachs without taking into account a client’s objectives, financial situation or needs. A client should, 
before acting on any such advice, consider the appropriateness of the advice having regard to the client’s own objectives, financial situation and needs. 
A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests and a copy of Goldman Sachs’ Australian Sell-Side Research 
Independence Policy Statement are available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html.  Brazil: Disclosure 
information in relation to CVM Instruction 598 is available at https://www.gs.com/worldwide/brazil/area/gir/index.html. Where applicable, the 
Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 20 of CVM Instruction 598, is the first author 
named at the beginning of this report, unless indicated otherwise at the end of the text.  Canada: Goldman Sachs Canada Inc. is an affiliate of The 
Goldman Sachs Group Inc. and therefore is included in the company specific disclosures relating to Goldman Sachs (as defined above). Goldman Sachs 
Canada Inc. has approved of, and agreed to take responsibility for, this research report in Canada if and to the extent that Goldman Sachs Canada Inc. 
disseminates this research report to its clients.  Hong Kong: Further information on the securities of covered companies referred to in this research 
may be obtained on request from Goldman Sachs (Asia) L.L.C.  India: Further information on the subject company or companies referred to in this 
research may be obtained from Goldman Sachs (India) Securities Private Limited, Research Analyst - SEBI Registration Number INH000001493, 951-A, 
Rational House, Appasaheb Marathe Marg, Prabhadevi, Mumbai 400 025, India, Corporate Identity Number U74140MH2006FTC160634, Phone +91 22 
6616 9000, Fax +91 22 6616 9001. Goldman Sachs may beneficially own 1% or more of the securities (as such term is defined in clause 2 (h) the Indian 

Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy Hold Sell

Global 44% 40% 16% 63% 57% 51%
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Securities Contracts (Regulation) Act, 1956) of the subject company or companies referred to in this research report.  Japan: See below.  Korea: This 
research, and any access to it, is intended only for “professional investors” within the meaning of the Financial Services and Capital Markets Act, 
unless otherwise agreed by Goldman Sachs. Further information on the subject company or companies referred to in this research may be obtained 
from Goldman Sachs (Asia) L.L.C., Seoul Branch.  New Zealand: Goldman Sachs New Zealand Limited and its affiliates are neither “registered banks” 
nor “deposit takers” (as defined in the Reserve Bank of New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for 
“wholesale clients” (as defined in the Financial Advisers Act 2008) unless otherwise agreed by Goldman Sachs. A copy of certain Goldman Sachs 
Australia and New Zealand disclosure of interests is available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html.  Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not 
having product promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. 
Research reports do not constitute a personalized investment recommendation as defined in Russian laws and regulations, are not addressed to a 
specific client, and are prepared without analyzing the financial circumstances, investment profiles or risk profiles of clients. Goldman Sachs assumes 
no responsibility for any investment decisions that may be taken by a client or any other person based on this research report.  Singapore: Further 
information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 
198602165W).  Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their own 
investment risk. Investment results are the responsibility of the individual investor.  United Kingdom: Persons who would be categorized as retail 
clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this research in conjunction with prior 
Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by Goldman 
Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs 
International on request.   

European Union: Disclosure information in relation to Article 6 (2) of the European Commission Delegated Regulation (EU) (2016/958) supplementing 
Regulation (EU) No 596/2014 of the European Parliament and of the Council with regard to regulatory technical standards for the technical 
arrangements for objective presentation of investment recommendations or other information recommending or suggesting an investment strategy 
and for disclosure of particular interests or indications of conflicts of interest is available at https://www.gs.com/disclosures/europeanpolicy.html which 
states the European Policy for Managing Conflicts of Interest in Connection with Investment Research.   

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho 
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type II Financial Instruments Firms Association. 
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to 
any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance 
Company.   

Ratings, coverage groups and related definitions 
Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or 
Sell on an Investment List is determined by a stock’s total return potential relative to its coverage. Any stock not assigned as a Buy or a Sell on an 
Investment List with an active rating (i.e., a  stock that is not Rating Suspended, Not Rated, Coverage Suspended or Not Covered), is deemed Neutral. 
Each region’s Investment Review Committee manages Regional Conviction lists, which represent investment recommendations focused on the size of 
the total return potential and/or the likelihood of the realization of the return across their respective areas of coverage.  The addition or removal of 
stocks from such Conviction lists do not represent a change in the analysts’ investment rating for such stocks.    

Total return potential represents the upside or downside differential between the current share price and the price target, including all paid or 
anticipated dividends, expected during the time horizon associated with the price target. Price targets are required for all covered stocks. The total 
return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.  

Coverage groups: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 
https://www.gs.com/research/hedge.html.    

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances.  Rating Suspended (RS). Goldman 
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and 
price target, if any, are no longer in effect for this stock and should not be relied upon.  Coverage Suspended (CS). Goldman Sachs has suspended 
coverage of this company.  Not Covered (NC). Goldman Sachs does not cover this company.  Not Available or Not Applicable (NA). The information 
is not available for display or is not applicable.  Not Meaningful (NM). The information is not meaningful and is therefore excluded.   

Global product; distributing entities 
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis. 
Analysts based in Goldman Sachs offices around the world produce research on industries and companies, and research on macroeconomics, 
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in 
Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; Ombudsman Goldman Sachs Brazil: 0800 727 5764 and / or 
ouvidoriagoldmansachs@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Ouvidoria Goldman Sachs Brasil: 0800 727 5764 e/ou 
ouvidoriagoldmansachs@gs.com. Horário de funcionamento: segunda-feira à sexta-feira (exceto feriados), das 9h às 18h; in Canada by either Goldman 
Sachs Canada Inc. or Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private 
Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman 
Sachs New Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); 
and in the United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in connection with its 
distribution in the United Kingdom and European Union.  

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and 
the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom. 

General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and 
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority 
of reports are published at irregular intervals as appropriate in the analyst’s judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment 
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division. 
Goldman Sachs & Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).  
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Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may 
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities 
discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such 
trading strategies are distinct from and do not affect the analyst’s fundamental equity rating for such stocks, which rating reflects a stock’s return 
potential relative to its coverage group as described herein. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act 
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not 
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the 
products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by the Global Investment 
Research division of GS may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 

© 2020 Goldman Sachs.  

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 
consent of The Goldman Sachs Group, Inc.  
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Exelon Corporation 
Plowing Nuclear Cash into Utility Investment 

EXC 

  
 

Target price (12M, US$) 

52.00 

Outperform Electric Utilities | Earnings 

 

 2020 Guidance introduced at $3.00-$3.30 reflecting growth in utilities capex offset by 

lower realized energy and capacity revenues. Exelon is projecting 6%-8% EPS growth 

through 2023 for the utilities, with operating earnings guidance (utilities plus corp) reduced 

a nickel vs Nov guidance to $1.80-$2.10, 2021 is unchanged at $1.95-$2.25, 2022 is up 

a nickel to $2.20-$2.50. For 2023, initiated at $2.30-$2.60, up 4.2% from 2022. 

Between the segments, management forecasting flattish earnings for BGE, PECO down a 

nickel, PHI up a few cents, ComEd flattish, and few pennies lower for corporate overheard. 

ExGen guidance of $1.20-$1.30 is only a nickel below $1.31 for 2019 despite lower 

forward curves as a result of hedging. EXC also guided 1Q20 adj. EPS of $0.85-$0.95. 

 Higher capital expenditures funded with cash from ExGen and no equity needed. 

The plan was rolled forward to 2020-2023E at ~$26B (up from ~$23B in Sep for 2019-

2022E), mostly for grid modernization, supporting 7.3% annual rate base growth (down 

from 7.8% in prior plan). With 20% FFO/Debt supporting BBB and BBB+ (ExGen) S&P 

credit ratings, management sees no need for external equity through the 5-year plan. 

Despite the higher investment levels, illustrated ratebase growth of 7.3% from 2019-2023 

(down from 7.8% in the prior plan 2018-2022) is virtually unchanged through 2022 at 

$47.3B (up to $50.7B in 2023), with management citing the timing of investments and 

changes to depreciation rates. Ratebase disclosures also continue to exclude AFUDC.  

 Valuation: We are raising our 2020-2021 estimates $0.14 and $0.05, respectively, for a 

combination of higher utility earnings on higher capex and an update of hedge disclosures, 

lower projected opex, and market pricing for ExGen. We are also introducing 2022 at 

$3.00, a dime higher than 2021 for ~$0.25 of increased utility EPS partially offset by the 

impact of a backwardated forward curve for ExGen. We are raising our TP $2 to $52, 

primarily for higher peer 2021 utility P/Es within a SoTP, even as we continue to apply a 

1.5x discount to Illinois utility earnings given heightened political and legal risk during the 

ongoing investigations into lobbying practices. Risks include regulatory, legislative, capex 

execution, commodity pricing, operation of the merchant nuclear fleet, interest rates. 
 

13 February 2020 

Equity Research 

Americas | United States 
 

DISCLOSURE APPENDIX AT THE BACK OF THIS REPORT CONTAINS IMPORTANT DISCLOSURES, ANALYST CERTIFICATIONS, 

LEGAL ENTITY DISCLOSURE AND THE STATUS OF NON-US ANALYSTS.  US Disclosure: Credit Suisse does and seeks to do business 

with companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could 
affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.  

 

 

Previous target price (12M, US$) 50.00 

Price (12 Feb 20, US$) 49.26 

52-week price range 50.95 - 43.82 

Market cap (US$ m) 47,995 

Enterprise value (US$ m) 83,280 
 

Research Analysts 

Michael Weinstein, ERP 

212 325 0897 

w.weinstein@credit-suisse.com 

Maheep Mandloi 

212 325 2345 

maheep.mandloi@credit-suisse.com 

Andres Sheppard 

212 325 2306 

andres.sheppard@credit-suisse.com 

 

Financial and valuation metrics 

Year 12/19A 12/20E 12/21E 12/22E 
EPS (CS adj.) (US$) 3.22 3.13 2.90 3.00 
Prev. EPS (US$) 3.07 2.99 2.85 - 
P/E (x) 15.3 15.7 17.0 16.4 
P/E rel. (%) 73.5 76.5 89.8 96.3 
EBITDA (US$ m) 8,723 8,680 8,284 8,752 
EV/EBITDA (current) 9.4 9.4 9.8 9.3 
Net debt (US$ m) 33,575 35,285 37,293 39,307 
FFO/Interest 4.7 4.8 4.6 4.6 
FFO/Total Debt 0.20 0.19 0.18 0.17 

 

Number of shares (m) 974 BV/Share (Next Qtr., US$) - 
Net debt (Next Qtr., US$ m) - Dividend (current, US$) - 
Net debt/tot eq (Next Qtr., %) - Dividend yield (%) 2.96 

 

Source: Company data, Refinitiv, Credit Suisse estimates 

 

Share price performance 

On 12-Feb-2020 the S&P 500 INDEX closed at 3379.45Daily 

Feb13, 2019 - Feb12, 2020, 02/13/19 = US$47.9 
 

 

Quarterly EPS Q1 Q2 Q3 Q4 
2019A 0.86 0.58 0.90 0.89 
2020E - - - - 
2021E - - - - 
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Exelon Corporation  (EXC) Analyst: Michael Weinstein 
Price (12 Feb 2020): US$49.26  Target Price: (from 50.00) 52.00 Rating: Outperform 
Income Statement 12/19A 12/20E 12/21E 12/22E 

Revenue (US$ m) 35,260.4 34,160.0 33,603.8 34,755.3 

EBITDA (US$ m) 8,723 8,680 8,284 8,752 

Depr. & amort. (3,897) (3,993) (3,970) (4,083) 
EBIT (US$) 4,826 4,688 4,315 4,669 

Net interest exp (1,499) (1,459) (1,472) (1,537) 
PBT (US$) 3,733 3,679 3,377 3,525 

Income taxes (601) (621) (532) (575) 
Profit after tax 3,132 3,058 2,845 2,950 

Minorities - - - - 
Reported net income (US$) 3,132 3,058 2,845 2,950 

Other NPAT adjustments 0 0 0 0 
Adjusted net income 3,132 3,058 2,845 2,950 

Cash Flow 12/19A 12/20E 12/21E 12/22E 

EBIT 4,826 4,688 4,315 4,669 
Net interest (1,499) (1,459) (1,472) (1,537) 
Change in working capital 0 0 0 0 
CAPEX (7,425) (8,275) (8,100) (8,100) 
Free cashflow to the firm 3,201 (141) (258) (83) 

Acquisitions - - - - 
Divestments 0 0 0 0 
Cash flow from investments (7,660) (8,510) (8,335) (8,335) 

Changes in Net Cash/Debt 1,617 (1,710) (2,008) (2,014) 

Balance Sheet (US$) 12/19A 12/20E 12/21E 12/22E 

Assets     
Cash & cash equivalents 1,781 1,781 1,781 1,781 
Total current assets 10,915 10,915 10,915 10,915 

Total assets 120,074 123,711 127,235 130,697 

Liabilities     
Total current liabilities 11,404 11,404 11,404 11,404 

Total liabilities 85,222 87,134 89,327 91,535 

Total liabilities and equity 120,074 123,711 127,235 130,697 

Net debt 33,575 35,285 37,293 39,307 
Per share 12/19A 12/20E 12/21E 12/22E 

No. of shares (wtd avg) 973 977 981 982 
CS adj. EPS 3.22 3.13 2.90 3.00 
Prev. EPS  (US$) 3.07 2.99 2.85 - 
Dividend (US$) 1.45 1.53 1.61 1.69 
Free cash flow per share 3.29 (0.14) (0.26) (0.08) 
Earnings 12/19A 12/20E 12/21E 12/22E 

Sales growth (%) (1.2) (3.1) (1.6) 3.4 
EBIT growth (%) (0.1) (2.9) (8.0) 8.2 
Net profit growth (%) 3.4 (2.3) (7.0) 3.7 
EPS growth (%) 3.1 (2.8) (7.3) 3.5 
EBITDA margin (%) 24.7 25.4 24.7 25.2 
EBIT margin (%) 13.7 13.7 12.8 13.4 
Pretax margin (%) 10.6 10.8 10.0 10.1 
Net margin (%) 8.9 9.0 8.5 8.5 
Valuation 12/19A 12/20E 12/21E 12/22E 

EV/Sales (x) 2.31 2.44 2.54 2.51 
EV/EBITDA (x) 9.4 9.4 9.8 9.3 
EV/EBIT (x) 16.9 17.8 19.8 18.7 
P/E (x) 15.3 15.7 17.0 16.4 
Price to book (x) 1.5 1.4 1.4 1.3 
Asset turnover 0.3 0.3 0.3 0.3 
Returns 12/19A 12/20E 12/21E 12/22E 

ROE stated-return on (%) 9.9 9.2 8.1 8.1 
ROIC (%) 5.9 5.4 4.8 5.0 
Gearing 12/19A 12/20E 12/21E 12/22E 

Net debt/equity (%) 96.3 96.5 98.4 100.4 
Interest coverage ratio (X) 3.2 3.2 2.9 3.0 
Quarterly EPS Q1 Q2 Q3 Q4 
2019A 0.86 0.58 0.90 0.89 
2020E - - - - 
2021E - - - - 

 

 

Company Background 

Exelon is a Chicago, IL-based large-cap integrated power producer; 

operating both a large-scale utility business across six utilities and a 

merchant power business; it is one of the largest competitive electric 

generation companies. 
 

Blue/Grey Sky Scenario 

 

 

Our Blue Sky Scenario (US$) (from 58.00) 60.00 

To arrive at our blue sky valuation we assume successful completions of 

the PHI ratecases and the effective plowback of nuclear earnings into the 

utilities. We also assume a power price recovery, ZECs in IL, NY, NJ, and 

higher capacity prices, boosting gross margins at ExGen. 
 

Our Grey Sky Scenario (US$) (from 43.00) 44.00 

To arrive at our grey sky valuation we assume unsuccessful completions 

of the PHI ratecases and the failure to plowback nuclear cashflow into the 

utilities. We also assume power prices don't recover along with lower 

capacity prices, and weakening gross margins at ExGen. 
 

Share price performance 

 

On 12-Feb-2020 the S&P 500 INDEX closed at 3379.45 

Daily Feb13, 2019 - Feb12, 2020, 02/13/19 = US$47.9 

 
Source: Company data, Refinitiv, Credit Suisse estimates 
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Additional comment 

 See our recent reports: 1/17 4Q19 Earnings Preview: Seeking Value in 2020, 12/19 

FERC orders higher PJM Bidding: Ball handed over to States for possible pullout, 12/16 

Outlook – Getting Meaner and Less Defensive, 11/1 Investigating the upside too 

 Reported 4Q19 adj. EPS beat at $0.83 vs CS/consensus $0.68/$0.75 to finish FY19 at 

$3.22 above CS/consensus $3.07/$3.13, and above company guidance of $3.05-$3.20. 

Major drivers include higher utility earnings from regulatory rate increases at PECO, BGE and 

PHI, plus higher generation earnings, decreased nuclear outage days, lower O&M costs, 

partially offset by lower capacity prices. Consolidated TTM Q4 ROE 10.0%, with PHI at 

9.2% and Legacy 10.3% (vs 9.6%, 8.3% and 10.1% a year ago, respectively). 

Figure 1: EXC 2020 Adj. EPS Guidance 

 

Source: Company data, Credit Suisse estimates. *Amounts may not sum due to rounding. 

 Concerns over a federal investigation into EXC’s lobbying practices in Illinois still 

pending. The company continues to state that they are limited on what they can say in 

regards to the abrupt “retirement” of former CEO Exelon Utilities Anne Pramaggiore. Recall 

that the SEC also opened an investigation in addition to the board appointing special 

committee to provide oversight of investigation being led by outside counsel. The company 

continues to cooperate with US Attorney Office, and we continue to see the potential 

financial and regulatory impact to EXC as likely to be relatively minor despite latest 10Q 

disclosures that it could face criminal penalties in the case.  

 Expect better 2020 catalysts. We look for political and legal resolution in 2020, along 

with legislation in Illinois supportive of nuclear and a neutral to positive PJM capacity 

auction outcome in either late 2020 or 1H21. We see the recent FERC MOPR order as 

positive for EXC regardless of what happens with FRR legislation in Illinois. Either EXC’s 

three “financially challenged” nuclear plants in the state (Dresden, Byron, Braidwood) will 

receive some kind of new “Clean Bundled Capacity Payment” to make whole from 

~$8/MWh losses in the energy market (NIHUB at $22 vs nuclear cost ~$30) or the plants 

will be likely be retired, eliminating the loss either way. We also expect MD, NJ, and VA to 

seriously consider the FRR tariff as well.  

 PJM auction impacts. EXC’s presentation highlights stakeholder reactions in Illinois, 

Maryland and NJ that have criticized the FERC MOPR order for its potential impact on 

clean and renewable energy investment. With a bill drop date in the Illinois state legislature 

coming this Friday, we expect advocates of the Clean Energy Jobs Act (CEJA) to likely 

work with changes and amendments to last year’s bill throughout the remainder of 

February and into March as discussion continue. We continue to expect no real motion on 

a final proposal until after the state primaries on March 17. At PJM, the 90-day window for 

a compliance filing with FERC ends around March 19, followed by a FERC ruling in 60 

days. PJM wants 6-7 months to run the auction, suggesting a start in late Nov or Dec, 

although PJM management appears to be sensitive to states (and EXC) that are 

advocating for a further delay into 1Q21 (fossil generators want to start as soon as 

possible). Delays would give Illinois more time to prepare an in-state process with the 

Illinois Power Authority and avoid higher PJM capacity pricing in the next auction. Hence, 

we are watching PJM for signs of sensitivity to state concerns. 

Segment Low High

ExGen $1.20 $1.30

BGE $0.30 $0.40

PECO $0.45 $0.55

PHI $0.50 $0.60

ComEd $0.65 $0.75

Corporate & Other (*) ($0.20) ($0.20)

Total $3.00 $3.30
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 ExGen hedges completely offset lower 2020 and 2021 Open Gross Margins. OGM 

down $400M and $100m in 2020, 2021 respectively due to declining power prices, but 

offset completely by hedge impact including the execution of $50M Power New Business. 

With a more bullish forward view, ExGen’s hedging program increased to ~6%-9% behind 

ratable for 2020 (from prior 5%-8%) and 3%-6% for 2021 (from ~1%-4%). Projected 

reductions to ExGen O&M are now higher by $50M, down to $4.2B in 2020 and $4.15B 

in 2021, with prior guidance for 2022 (flat with 2021) removed from this latest 

presentation.  

Figure 2: EXC Gross Margin Update (as of 12/31/2019) 

 

Source: Company data, Credit Suisse estimates 

 

Figure 3: PJM Forward Spark Spreads (Years 1,2,3) vs 

Tetco M3 Gas, Last 12 Months   

Figure 4: ERCOT North Forward Summer Marginal Heat 

Rates (1-3 Years) vs El Paso Permian Gas, Last 12 Months 

 

 

 

Source: Bloomberg Finance L.P.  Source: Bloomberg Finance L.P. 

 Capital expenditures rolled forward to 2020-2023E at ~$26B (up from ~$23B in 

Sep for 2019-2022E), mostly for grid modernization, supporting 7.3% annual rate base 

growth (down from 7.8% in prior plan). ExGen capex forecast for 2020-2021 was also 

reduced by $125M and $75M respectively vs the prior plan for lower fuel and nominal 

growth capital. The figures below exclude AFUDC. 

Gross Margin Category ($M) 2020 2021

Open Gross Margin (excludes EDF) $3,600 $3,450

Capacity & ZEC Revenues $1,900 $1,850

Mark-to-market hedges $850 $350

Power New Business $450 $750

Non-Power Margins $250 $150

Non-Power New Business $250 $350

Total $7,300 $6,900
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Figure 5: EXC Capital Expenditure Plan 

 

Source: Company data, Credit Suisse estimates 

 No secondary equity funding anticipated through the five-year plan. ExGen’s 

debt/EBITDA ratio target for 2020 of 2.4x (1.9x excluding non-recourse) is slightly lower 

than 2019 at 2.5x and well below the 3.0x target for the current IG ratings at S&P (EXC 

BBB and ExGen BBB+). FFO/debt of 20% in 2019 and 2020 target remains within the 

S&P threshold target range19-21%. The company continues to prioritize a strong balance 

sheet with all segments at investment grade through 2023. In addition to the retirement of 

$600M ExGen debt in Oct 2019, management intends to pay down $1.5B of ExGen debt 

long-term debt in 2020, including the $1B maturity in January. 

 BoD declared quarterly dividend on 1/28 of $0.3825 payable on 3/10 to holders of 

record as of 2/20. As a result, the company maintained commitment to grow dividend 5% 

through 2020 and dividend was increased to $1.45 per share (from $1.38).  

 Nuclear Fleet capacity factor reached 95.7% in 2019, surpassing previous high of 94.6% 

in 2018 as seen in the table below. Company produced 155M megawatts in 2019. 

 More ExGen cost savings announced. Recall that in Q3 the company committed to 

reducing $100M costs at ExGen, ($75m of O&M, and $25 of other expenses). Full run-

rate savings are expected to be achieved in 2020, with the company reducing adjusted 

O&M by $125M to $4.2B for 2020 and by $50M to $4.15B for 2021. 

 Utility O&M up $100M in 2020 vs 2019. The increase is mostly driven by inflation, 

cybersecurity, and substation costs. 

 Positive sensitivity to rising rates (and vice versa). EXC would be a beneficiary in a 

rising interest rate environment as every 50 bps increase interest rate provides EXC with a 

total of $0.06 uplift in EPS ($0.03 from formula rate in ComEd and $0.03 from ExGen’s 

pension plan asset). Management reports that for 2019, seeing the weighted average 30-

year yield down 50 bps, which is now included in revised guidance. Note that the 30-year 

forward curve is down 70 bps vs 12/31. 

Ratecase updates 

 ROEs continue to improve for PHI and remain above 10% overall. PHI ended 2019 

with a T12M average ROE of 9.2%, up from 8.3% a year ago and compared with 9.7- 

9.9% allowed. Legacy Exelon utilities earned 10.3% T12M ROE at Dec 2019 (10.1% at 

Dec 2018) while the combined utilities earned 10.0% (9.6% at Dec 2018). 

 PHI multi-yr electric rate filing from May 2019 has intervenor testimony due 3/6, 

rebuttal testimony on 4/8, with a final order expected in 4Q. Recall PEPCO DC 

(electric) filed for a 3-year multi-year rateplan (MYP) based on a 10.3% ROE with 25 bps 

sharing band vs currently authorized 9.5% (9.3% earned across all of PHI). The DC MYP 

would start with an $84M revenue increase in year-1 followed by $40M in year-2 and 

$36M in year-3, each of which would be about $5M higher without a MYP. The DC case 

has been relatively uncontroversial (better storm response and reliability in recent years has 

helped), with little press coverage. Management held four stakeholder sessions and polling 

across the city in advance of the filing and hopes to settle the case.  

($M) 2019E 2020E 2021E 2022E

2020E-

2023E 2019A 2020E 2021E 2022E 2023E

2020E-

2023E 2019E 2020E 2021E 2022E

2019E-

202E

BGE 75            50            125          175          400          1,175      1,300      1,200      1,125      1,150      4,775      1,100      1,250      1,075      950          4,375      

PECO 25            125          225          250          825          1,000      1,125      1,200      1,225      1,200      4,750      975          1,000      975          975          3,925      

PHI 50            150          150          250          850          1,425      1,675      1,700      1,800      1,675      6,850      1,375      1,525      1,550      1,550      6,000      

ComEd 25            200          150          (25)           900          1,900      2,350      2,325      2,400      2,450      9,525      1,875      2,150      2,175      2,425      8,625      

TOTAL 175           525           650           650           2,975       5,500       6,450       6,425       6,550       6,475       25,900     5,325       5,925       5,775       5,900       22,925     

Total 2019-2023 at Feb 2020 vs DEC 2019 25,900    22,925    

Change Capex Plan at Feb 2020 Capex Plan at Dec 2019
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 BGE final order approved on Dec 17th for 9.7% ROE electric and 9.75% ROE gas. 

Recall case No. 9610 was initially filed on 5/24. A black box settlement was then filed for 

BGE on 10/25. $79M revenue increase based on a 9.7% ROE electric and 9.65% gas vs 

currently authorized 9.75% (earning actual 9.8%). The black box agreement does not 

stipulate the Capital structure or Rate Base. The filing included rolling to base rates for 

$8.7M of programmatic gas utility surcharges under STRIDE and another $7.1M electric 

surcharges under ERI. Importantly, BGE had also asked for consideration of formula rates 

that might allow the utility to push filings out longer than the usual 12-month annual rate 

filings.  

 ComEd Distribution – annual formula ratecase was approved 12/4 with no 

disallowances at a ROE of 8.9%, 47.97% equity ratio, using 2018 test-year. Recall this 

was filed April 8 in (Docket No 19-0387) and company asked for 8.91% ROE / 49.97% 

equity. ComEd received the ALJ proposed order on 10/23 and no additional adjustments 

were recommended to revenue requirement. 

 Delmarva MD (Electric) filed ratecase (Case No 9630) on 12/5 requesting 10.3% 

ROE, 50.53% equity ratio. Company is requesting a $18.5M revenue requirement 

increase over 12 month test period (9/2018-8/2019). Asking size is driven by continued 

investments in electric distribution system to improve system reliability. Intervenor testimony 

is expected on Feb 21st and Commission’s order expected on July 2nd.  

 

Valuation and estimates 

 Valuation: We are raising our 2020-2021 estimates $0.14 and $0.05, respectively, for a 

combination of higher utility earnings on higher capex and an update of hedge disclosures, 

lower projected opex, and market pricing for ExGen. We are also introducing 2022 at 

$3.00, a dime higher than 2021 for nearly $0.25 of increased utility EPS partially offset by 

the impact of a backwardated forward curve for ExGen.  

We are raising our TP $2 to $52, primarily for higher peer 2021 utility P/Es within a SoTP, 

even as we continue to apply a 1.5x discount to Illinois utility earnings given heightened 

political and legal risk during ongoing investigations into lobbying practices. We assign no 

probability of loss of Illinois nuclear ZEC subsidies ($235M/yr through 2026 discounted at 

8% for NPV $1.4B). We continue to add back $1/sh for half of the impact from lower 

forward curves in 2Q19 on the possibility that the company could offset with additional 

hedging/trading or curves could improve prior to forward year roll-in. We also continue to 

assume 50% credit ($2/sh) for a reversal of broader power market backwardation by the 

time forward contracts roll to spot. We assign $0.25/sh credit for a 50% probability of 

achieving ~$65M/yr FRR payments for uncleared nuclear capacity in Illinois (a conservative 

figure based on recovering losses of ~$8/MWh in the energy markets). Risks include 

regulatory, legislative, capex execution, commodity pricing, operation of the merchant 

nuclear fleet, interest rates. 
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Figure 6: EXC Valuation 

 

Source: Company data, Credit Suisse estimates 

  

 
 

  

BASE CASE

2021 EPS

2021 EBITDA 

less Maint. 

Capex Probability

Prem / 

Disc

Effective P/E

EV/ EBITDA Equity Equity / Sh

PECO EPS $ 0.54         0.0x 20.7x $ 10,811 $ 11.11    

ComEd EPS $ 0.81         -1.5x 19.2x $ 15,185 $ 15.61    

BGE EPS $ 0.41         0.0x 20.7x $ 8,166   $ 8.40      

PHI $ 0.56         0.0x 20.7x $ 11,279 $ 11.60    

ExGen

EBITDA less Maint. Capex $ 0.81         $ 1,558         

less MtM hedges $ 400            

less ZECs (IL) $ 235            

less ZECs (NY) $ 349            

less ZECs (NJ) $ 75              

Less Capacity Revenue 2021 $ 1,191         

Net EBITDA ($ 692)           

JV w ith John Hancock $ 170            8.0x $ 1,360   $ 1.40      

AVSR $ 80              8.0x $ 640      $ 0.66      

Remaining EBITDA ($ 942)           7.5x ($ 7,068)  ($ 7.27)     

Incremental EBITDA from PJM FRR in Illinois $ 65              50% 7.5x $ 244      $ 0.25      

Reverse partial impact from seasonal MtM

Full impact on hedged GM $M - then apply probability to partial reversal ($ 250)           50% 7.5x $ 938      $ 0.96      

Reverse partial impact from backw ardation 2021 vs 2019

Full impact on hedged GM $M - then apply probability to partial reversal ($ 600)           50% 7.5x $ 2,250   $ 2.31      

Less ExGen Debt $ 5,756         ($ 5,756)  ($ 5.92)     

NPV of hedges $ 2,083         $ 2,083   $ 2.14      

NPV of ZECs (IL) $ 1,350         100% $ 1,350   $ 1.39      

NPV of ZECs (NY) $ 2,496         100% $ 2,496   $ 2.57      

NPV of ZECs (NJ) $ 488            100% $ 488      $ 0.50      

 2021 Cleared 

Capacity 

(MWs) 

 2021 Eff. 

Price ($/ MW-

d) 

 2020/21 

Clearing Price 

($/ MW-d) NPV of Capacity Payments - PJM 14,202          $ 177            $ 143            $ 8,911         $ 8,911   $ 9.16      

NPV of Capacity Payments - ISO-NE 2,330            $ 161            $ 161            $ 1,404         $ 1,404   $ 1.44      

NPV of Capacity Payments - MISO 1,100            $ 10              $ 10              $ 38              $ 38        $ 0.04      

Corp/ Other ($ 0.23)       NPV assumes 66% of 2021/22 for 2022/23 & perpetuity 0.0x 20.7x ($ 4,603)  ($ 4.73)     

_________ A $25 move in capacity price in PJM is ~$1 move in our TP _________ _________

Total EPS $ 2.90         $ 50,215 $ 52.00    

Diluted Shares Outstanding Sensitivity to Henry Hub nat gas 973          

($0.10) per MMbtu

Dividend ($50) ExGen 2021 Open EBITDA $ 1.45      

Implied Yield 7.5x 2.8%        

Current Yield ($375) Change in EV 2.9%

($0.39) Change in PT

Implied P/E -0.8% % Change in PT 17.9x

Prem / (Disc) To Group (13.4%)    

Upside/ (Dow nside) to Current Price 5.4%        
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Exelon Corporation (EXC.OQ, $49.26, OUTPERFORM, TP $52.0) 
 

Disclosure Appendix 

Analyst Certification  

Michael Weinstein, ERP, Maheep Mandloi and Andres Sheppard each certify, with respect to the companies or securities that the individual 
analyzes, that (1) the views expressed in this report accurately reflect his or her personal views about all of the subject companies and securities 
and (2) no part of his or her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in 
this report. 

3-Year Price and Rating History for Exelon Corporation (EXC.OQ) 

 

EXC.OQ Closing Price Target Price    

Date (US$) (US$) Rating   

23-Apr-17 35.03 40.00 O   

26-May-17 35.82 42.00    

07-Sep-17 38.03 43.00    

23-Jan-18 38.53 42.00    

03-May-18 40.85 45.00    

24-Jul-18 41.65 46.00    

17-Oct-18 42.99 47.00    

06-Nov-18 44.31 48.00    

23-Jan-19 46.87 49.00    

11-Feb-19 47.80 51.00    

18-Apr-19 49.40 52.00    

11-Jun-19 49.21 53.00    

13-Aug-19 45.52 51.00    

18-Oct-19 44.66 50.00    

* Asterisk signifies initiation or assumption of coverage. 

 

 

As of December 10, 2012 Analysts’ stock rating are defined as follows: 

Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months. 
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months. 
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months. 
 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the  analyst's coverage universe 
which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractive, Neutrals the less attractive, 
and Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as Europea n (excluding Turkey) ratings are 
based on a stock’s total return relative to the analyst's coverage universe which consists of all companies covered by the an alyst within the relevant sector, with 
Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin America, 
Turkey and Asia (excluding Japan and Australia), stock ratings are based on a stock’s total return relative to the average to tal return of the relevant country or 
regional benchmark (India - S&P BSE Sensex Index); prior to 2nd October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return 
potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within  an analyst’s coverage universe. For Australian and 
New Zealand stocks, the expected total return (ETR) calculation includes 12-month rolling dividend yield. An Outperform rating is assigned where an ETR is 
greater than or equal to 7.5%; Underperform where an ETR less than or equal to 5%. A Neutral may be assigned where the ETR is between -5% and 15%. The 
overlapping rating range allows analysts to assign a rating that puts ETR in the context of associated risks. Prior to 18 May  2015, ETR ranges for Outperform and 
Underperform ratings did not overlap with Neutral thresholds between 15% and 7.5%, which was in operation from 7 July 2011.  
Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain 
other circumstances. 
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the 
company at this time. 
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or 
investment view on the equity security of the company or related products. 

Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the 
past 24 months or the analyst expects significant volatility going forward. 

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or 
valuation of the sector* relative to the group’s historic fundamentals and/or valuation: 
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months. 
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months. 
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months. 
 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cov er multiple sectors. 
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Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 
Outperform/Buy* 47% (33% banking clients) 

Neutral/Hold* 39% (26% banking clients) 

Underperform/Sell* 13% (23% banking clients) 

Restricted 2%  

*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, a nd Underperform most closely 
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to 
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdin gs, and other individual factors. 

Important Global Disclosures  

Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research 
products may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are 
only made available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s 
preferences regarding the frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the 
overall client relationship with the Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled 
to receive in the most timely manner, please contact your sales representative or go to https://plus.credit-suisse.com .  
Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please 
refer to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-
suisse.com/sites/disclaimers-ib/en/managing-conflicts.html .  
Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone 
to provide tax advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 
Credit Suisse has decided not to enter into business relationships with companies that Credit Suisse has determined to be involved in the 
development, manufacture, or acquisition of anti-personnel mines and cluster munitions. For Credit Suisse's position on the issue, please see  
The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities 

Target Price and Rating 
Valuation Methodology and Risks: (12 months) for Exelon Corporation (EXC.OQ) 

Method: Our $52 target price and Outperform rating for EXC are based on a sum of the parts. To value the utilities we use peer average 2021 
P/E multiples, except for IL where we applied a -1.5x discount. To value the generation business we apply a 7.5x EV/EBITDA multiple 
under our embedded power price scenarios for unhedged ad uncontracted margins, which are calculated after subtracting maintenance 
capex. The values of ZECs and capacity payments are removed from EBITDA estimates and valued separately and we assume 50% 
probability of a loss of IL ZEC revenue due to political risk. We rate EXC Outperform as we forecast its total return to exceed the group 
average. 

Risk:  Risks to our $52 target price and Outperform rating for EXC are 1) regulatory risk--PHI ratecase risk, 2) legislative risk, 3) commodity 
and power and capacity price risk, 4) interest rate risk, 5) derivative risk, 6) load growth risk, 7) weather risk, 8) environmental and 
climate change risk, and 9) physical infrastructure and cybersecurity risk, 10) Ilinois political risk for formula rates and ZEC nuclear 
subsidies. 

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations 
typically used in the target price method and risk sections.  

See the Companies Mentioned section for full company names  
Credit Suisse currently has, or had within the past 12 months, the following as investment banking client(s): EXC.OQ 
Credit Suisse provided investment banking services to the subject company (EXC.OQ) within the past 12 months. 
Credit Suisse has managed or co-managed a public offering of securities for the subject company (EXC.OQ) within the past 12 months. 
Within the past 12 months, Credit Suisse has received compensation for investment banking services from the following issuer(s): EXC.OQ 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (EXC.OQ) within the 
next 3 months. 
Credit Suisse or a member of the Credit Suisse Group is a market maker or liquidity provider in the securities of the following subject issuer(s): 
EXC.OQ 
A member of the Credit Suisse Group is party to an agreement with, or may have provided services set out in sections A and B of Annex I of 
Directive 2014/65/EU of the European Parliament and Council ("MiFID Services") to, the subject issuer (EXC.OQ) within the past 12 months. 
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For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated 
within the past 12 months, please refer to the link: https://rave.credit-suisse.com/disclosures/view/report?i=490695&v=-
5iaggao8uuahx95we6moe4c8k .  

Important Regional Disclosures  

Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report. 
The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit 
Suisse does not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
https://www.credit-suisse.com/sites/disclaimers-ib/en/canada-research-policy.html. 
Investors should note that income from such securities and other financial instruments, if any, may fluctuate and that price or value of such 
securities and instruments may rise or fall and, in some cases, investors may lose their entire principal investment. 
This research report is authored by: 
Credit Suisse Securities (USA) LLC .......................................... Michael Weinstein, ERP ; Maheep Mandloi ; Andres Sheppard 

Important disclosures regarding companies that are the subject of this report are available by calling +1 (877) 291-2683. The same important 
disclosures, with the exception of valuation methodology and risk discussions, are also available on Credit Suisse’s disclosure website at 
https://rave.credit-suisse.com/disclosures . For valuation methodology and risks associated with any recommendation, price target, or rating 
referenced in this report, please refer to the disclosures section of the most recent report regarding the subject company.  
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Exelon Corp 
2020 Guidance Ahead of Consensus 
 

4Q'19 and 2019 Results Beat: 4Q'19 Adj. EPS $0.83; 2019 Adj. EPS $3.22 
Management also issued 2020 guidance of $3.00-$3.30 which was $0.12 ahead of 
2020 consensus estimates at the mid-point.  See our earlier note on EXC results here.  
We are updating our UBSe Adj. EPS to $3.15/$3.04 from $3.06/$2.94 for '20/21e. 

Ongoing Investigation; IL Legislation; Next Steps at PJM in Focus for Spring 
In the 10-K EXC noted in regard to the investigations new language indicating that 
they could face criminal or civil penalties with regard to ongoing lawsuits and 
investigations concerning lobbying practices in Illinois.  For ExGen the crucial catalyst 
remains passage of clean energy legislation in Illinois.  We believe that no significant 
legislative action will move forward until after the state primaries on March 17.  The 
prospect of clean energy legislation this session in our view is likely.  An Illinois effort 
for clean energy has the support of Governor Pritzker, the labor unions, and the 
environmental groups. On the call management noted that they will close the plants if 
there is no viable economic path to the keep them open as they have demonstrated by 
closing Oyster Creek in NJ, and TMI in PA.  Regardless of outcome our model assumes 
no FRR and continues to run nuclear plants at negative EBITDA, and shutting the plants 
would be upside to our numbers.  On March 18 PJM is due to file their MOPR-Ex 
capacity filing with the FERC at which time we expect clarity on the capacity auction 
timeline.  Our current assumption is that PJM takes time to allow the states to respond. 

Updating Capital Plans and Rate Base Growth 
Management also updated capital expenditure plans and rate base growth out through 
2023, and issued 2023 UPO guidance in a range of $2.30-$2.60 for 2023.  Given the 
uncertainty around the next PJM capacity auction ExGen gross margin was not released 
for 2022; but forecast gross margin for '20/21 was flat with the prior forecast at $7.3 
and $6.9 Billion respectively.  The Pepco utilities achieved a 9.2% ROE in 2019 and are 
moving toward multi-year rate plans that could improve the ability to earn closer to 
allowed levels of return.  At the legacy Exelon utilities returns of 10.3% were achieved; 
and that is with the low mark on ComEd ROEs given their MTM mechanism on treasury 
rates.  Illinois legislation could potentially include an adjustment to the calculation. 

Valuation: 
We are increasing our PT to $57 from $55 on our update eps estimates and multiple 
expansion from 20.8x to 21.8x.  Details follow below. 

 
    

  

Equities 
 

Americas 

Electric Utilities 
 

12-month rating Buy 

  

12m price target US$57.00 

 Prior: US$55.00 

Price (11 Feb 2020) US$49.34 

RIC:  EXC.O BBG:  EXC US  
 

Trading data and key metrics 
52-wk range US$50.95-43.82 

Market cap. US$48.1bn 

Shares o/s 974m (COM) 

Free float 100% 

Avg. daily volume ('000) 6,206 

Avg. daily value (m) US$284.1 

Common s/h equity (12/20E) US$34.0bn 

P/BV (12/20E) 1.4x 

Net debt / EBITDA (12/20E) 3.2x 
 

EPS (UBS, diluted) (US$) 
  12/20E   
 From To % ch Cons. 

Q1E - 0.85 - 0.86 
Q2E - 0.59 - 0.64 
Q3E - 0.90 - 0.94 
Q4E - 0.81 - 0.62 

12/20E 3.06 3.15 3 3.03 
12/21E 2.94 3.04 3 2.95 
12/22E 3.02 3.02 NM 3.06 
 

Daniel Ford, CFA 
Analyst 

dan.ford@ubs.com 
+1-212-713-2224 

Ross Fowler, CFA 
Analyst 

ross.fowler@ubs.com 
+1-212-713-1287 

 

Highlights (US$m) 12/17 12/18 12/19 12/20E 12/21E 12/22E 12/23E 12/24E 
Revenues 33,531 35,985 34,438 35,415 35,559 35,750 36,050 36,503 
EBIT (UBS) 4,032 4,762 5,623 5,495 5,358 5,343 5,441 5,709 
Net earnings (UBS) 2,465 3,028 3,141 3,055 2,948 2,928 3,013 3,196 
EPS (UBS, diluted) (US$) 2.60 3.12 3.22 3.15 3.04 3.02 3.11 3.30 
DPS (US$) 1.31 1.38 1.45 1.53 1.61 1.70 1.79 1.88 
Net (debt) / cash (34,684) (35,178) (33,599) (32,478) (31,034) (29,478) (27,728) (25,694) 

 

Profitability/valuation 12/17 12/18 12/19 12/20E 12/21E 12/22E 12/23E 12/24E 
EBIT margin % 12.0 13.2 16.3 15.5 15.1 14.9 15.1 15.6 
ROIC (EBIT) % 5.0 5.7 6.7 6.5 6.3 6.3 6.5 6.8 
EV/EBITDA (core) x 9.1 8.9 8.5 8.5 8.3 8.2 7.9 7.6 
P/E (UBS, diluted) x 14.4 13.3 14.7 15.7 16.2 16.3 15.9 15.0 
Equity FCF (UBS) yield % (1.1) 2.0 6.2 5.4 6.3 6.7 7.3 8.0 
Net dividend yield % 3.5 3.3 3.1 3.1 3.3 3.4 3.6 3.8 
Source: Company accounts, Thomson Reuters, UBS estimates. UBS adjusted EPS is stated before goodwill-related charges and other adjustments for abnormal and economic items at the analysts' 
judgement. Valuations: based on an average share price that year, (E): based on a share price of US$49.34 on 11 Feb 2020 17:38 EST 
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Incremental Comments in the 10-K Regarding Lobbying Investigations 

In the 10-K filed after the close on 2/11, new language was added to the section 
regarding the risks associated with the ongoing government investigations into 
ComEd lobbying activities in Illinois.  The statement continues to indicate that the 
company will continue to cooperate with the U.S. Attorney's Office and the SEC 
and that the outcome cannot be predicted.  The update to the language indicates 
that the company could be subject to criminal or civil penalties, sanctions, or other 
remedial measures.  While this language is new, we don't think it should represent 
a paradigm shift for investors in regard to considerations of potential outcomes of 
the investigations as civil and/or criminal penalties have always been a possibility. 

Details of 2020 ExGen Guidance 

In our discussions with investors we believe there is some lack of clarity around 
ExGen guidance for 2020.  Below we try to clarify the parameters and drivers that 
produce a 2020 range of $1.20 - $1.30 from the $1.31 achieved in 2019.  Further 
we also provide below details of Exelon's updated forecast assumptions for both 
ExGen and the utilities.  To walk forward from the $1.31 achieved in 2019 to the 
$1.20 - $1.30 guidance range for 2020 requires a review of the guidance waterfall 
and the assumptions for ExGen modeling that have been provided by 
management.  Looking at the ExGen results drivers for 2019, the R&D tax benefits 
in the 2019 results are reversed out.  The reversal of this one-time item is fully 
incorporated into the ExGen tax rate dropping from 21% in 2020 to 20% in 2021.  
Further, while the ($0.08) is not called out specifically in the ExGen 2020 guidance 
waterfall it is incorporated on a net basis into the other line (below presented as 
other & tax) to yield the 2020 guidance range of $1.20 - $1.30.  ExGen guidance 
drivers are lower realized energy prices and capacity revenues, the absence of the 
R&D tax benefit, the absence of the NDT realized gains, increases in NY zero 
emission credits pricing, a full year of NJ zero emission credits, lower O&M, lower 
taxes other than income, lower D&A, and lower interest expense (see Figures 1-3). 
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Figure 1: 2019 Results EPS Waterfalls 

 
Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

 

Figure 2: ExGen Modeling Assumptions, US$mlns 

 
Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

RESULTS WATERFALLS 4Q Annual
2018 Adjusted EPS 0.58$          3.12$        

ComEd Dist. & EE Investment -$            0.01$        

ComEd Trans. Revenues -$            0.01$        

PECO Distribution Rate Increase 0.02$          0.09$        

PECO Weather & Load (0.01)$         (0.03)$       

PECO Inc/Dec Storm Costs (0.01)$         0.02$        

PECO Trans. Revenues/Other (0.01)$         (0.01)$       

BGE Distribution Rate Increase 0.01$          0.05$        

BGE Decreased Storm Costs -$            0.02$        

BGE Interest Expense -$            (0.01)$       

BGE Other 0.02$          (0.02)$       

PHI T&D Rate Increases 0.01$          0.11$        

PHI Unfavorable Weather/Other (0.01)$         (0.01)$       

ExGen Market & Portfolio Conditions 0.10$          (0.27)$       

ExGen Capacity Pricing (0.12)$         (0.22)$       

ExGen Lower O&M 0.09$          0.20$        

ExGen Nuclear Outages 0.05$          0.10$        

ExGen R&D Tax Benefit 0.08$          0.08$        

ExGen Zero Emission Credits 0.03$          -$          

ExGen Other (0.02)$         0.03$        

Corporate Other Income Taxes -$            (0.03)$       

Corporate Other Interest Expense -$            (0.01)$       

Corporate Other Tax Benefit 0.03$          0.03$        

Corporate Other (0.01)$         (0.04)$       

2019 Adjusted EPS 0.83$          3.22$        

For 2019 @ 3Q19 2019A For 2020 @ 4Q19 2020 v. 2019A

Other 125                   119     125                  6                  

Adjusted O&M (4,325)               (4,252) (4,200)               52                 

Taxes other than income (400)                  (519)    (375)                  144               

D&A (1,125)               (1,535) (1,025)               510               

Interest Expense (400)                  (429)    (325)                  104               

Effective Tax Rate 21% 21% 20% -1%
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Figure 3: ExGen 2020 Guidance Waterfall 

 
Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

 

Figure 4: Updated Capital Expenditure and Rate Base Forecast, US$mlns 

 
Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

 

 

Figure 5: Exelon Utilities Operating Earnings Guidance Update 

 

Note: inclusive of after tax interest expense held at coporate for debt cost associated with utility investment 

Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

 

GUIDANCE WATERFALL ExGen

2019 Actual 1.31$          
Gross Margin

Capacity Revenues (0.14)$         

Nuclear Retirements (TMI) (0.10)$         

Market Conditions 0.20$          

O&M

Nuclear Outages (0.07)$         

NEIL Distribution (0.03)$         

Nuclear Retirements (TMI) 0.08$          

D&A

Base CapEx (0.01)$         

Nuclear Retirements (TMI) 0.03$          

Other

NDT Realized Gains (0.05)$         

Other & Tax 0.03$          

2020 Guidance $1.20 - $1.30

CAPEX FORECAST US$M RATE BASE FORECAST US$B

As of Q4 2019 As of Q4 2019

2020 2021 2022 2023 2019 2020 2021 2022 2023
ComEd 2,350         2,325         2,400        2,450         ComEd 15.3 16.6 17.9 19.1 20.4

PECO 1,125        1,200        1,225        1,200        PECO 7.8 8.4 9.2 10 10.9

BGE 1,300        1,200        1,125        1,150        BGE 6.9 7.7 8.3 8.9 9.5

PHI 1,675        1,700        1,800        1,675        PHI 10.8 11.5 11.9 12.7 13.4

TOTAL 6,450         6,425         6,550        6,475         25,900       TOTAL 40.8 44.2 47.3 50.7 54.2 7.36%

As of Q3 2019 As of Q3 2019

2019 2020 2021 2022 2019 2020 2021 2022
ComEd 1,875        2,150        2,175        2,425        ComEd 15.6 16.7 18.0 19.2

PECO 725           1,000        975           975           PECO 7.9 8.4 9.1 9.7

BGE 1,100        1,250        1,075        950           BGE 6.9 7.7 8.1 8.7

PHI 1,375        1,525        1,550        1,550        PHI 10.8 11.4 12.1 13.1

TOTAL 5,075         5,925         5,775         5,900        22,675       TOTAL 41.2 44.2 47.3 50.7
% Change 8.9% 11.3% 11.0% 14.2% % Change -1.0% 0.0% 0.0% 0.0%

As of 2019 2020 2021 2022 2023
Q3 2019 $1.75-$2.05 $1.85-$2.15 $1.95-$2.25 $2.15-$2.45 n/a

Q4 2019 $1.91 $1.80-$2.10 $1.95-$2.25 $2.20-$2.50 $2.30-$2.60

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 280

Attachment SDR-ROR-10(e)
280 of 559



 

 Exelon Corp   12 February 2020 

 

 5 

Figure 6: ExGen Gross Margin Update for 2020 and 2021, US$mlns 

 
Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

 

Figure 7: 2019 Results and 2020 Guidance by Segment 

 
Source:  EXC 2019 Earnings Results Presentation, UBS Equity Research Estimates 

 

  

Category 2020 2021 2020 2021
Open Gross Margin 3,550            3,300            (400)         (100)         

Capacity & ZECs 1,900            1,850            -           -           

MTM Hedges 750               400               450          100          

Power New Business/To Go 600               800               (50)           -           

Non-Power Margins Executed 200               150               -           -           

Non-Power New Business/To Go 300               400               -           -           

Total Gross Margin 7,300            6,900            -           -           

As of December 31, 2019 Change from 9/30/19

2019

Actual Low High

BGE 0.37$            0.30$            0.40$       

PECO 0.55$            0.45$            0.55$       

PHI 0.52$            0.50$            0.60$       

ComEd 0.71$            0.65$            0.75$       

ExGen 1.31$            1.20$            1.30$       

HoldCo (0.23)$           (0.20)$           (0.20)$      

TOTAL 3.22$            3.00$            3.30$       

2020 Guidance
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Forecast returns 

Forecast price appreciation +15.5% 

Forecast dividend yield 3.1% 

Forecast stock return +18.6% 

Market return assumption 6.4% 

Forecast excess return +12.2% 

 
  

Valuation Method and Risk Statement 

Our valuation methodology for the group is price to earnings based.  The 
adjustments applied fall into 5 categories.  These are as follows: 1) Group 
Valuation Bias: Flowing from our valuation work comparing Baa corporate yields to 
group dividend yields and RU price to earnings ratios to those for the S&P 500, we 
incorporate a positive or negative adjustment to our group multiple representing 
the gap we calculate to the nearest 5%; 2) Growth Adjustment: We adjust our 
valuations based on the growth quartile each utility occupies.  First quartile receives 
a 5% premium, second quartile a 2% premium, third quartile a 2% discount and 
fourth quartile a 5% discount; 3) Regulatory Adjustment: Our valuation 
adjustments for regulation are based on our proprietary Regulatory Rankings. First 
quartile jurisdictions receive 5%, second quartile 2%, third quartile -2% and 
fourth quartile -5%; 5) Multi Utility Diversified Valuation: For multi utilities (those 
with more than 15% diversified or foreign earnings), we perform a sum-of-parts 
analysis applying business/region appropriate valuations to those diversified 
businesses; 6) One-off Adjustments:  In special situations, we value risk on an issue 
specific basis.  Common areas where we apply such an adjustment include: ESG 
advantage, large project construction risk, legal risk, and announced M&A 
completion risk. 
 
We value Exelon at $57/share on a sum of the parts analysis.  We value Exelon's 
Utility and Parent Only (UPO) at a net 3% premium to the group multiple of 21.8x 
our $2.18/share UPO earnings forecast for 2021.  Our 3% net premium is derived 
from a 5% premium for the overall regulated utility group, premised upon the 
current undervaluation versus the Baa corporate bond rounded down to the 
nearest 5%, a (2%) premium for a 3rd quartile regulatory ranking overall, a 5% 
premium for 1st quartile UPO earnings growth, and a 5% discount for pending 
Illinois legislation.  This yields $49/share.  We value the ExGen competitive 
generation business at a 6.7x our 2021 estimated Open EBITDA of $1,513mln, 
plus NPV of hedges of $0.9Bln less net debt of $3.5Bln which yields $8/share. 
 
Specific risks for Exelon include natural gas prices, power prices, nuclear 
operational risks, regulatory risks at the Pepco utilities, weather, interest rates, and 
relative cost of coal and uranium.  
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Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report. This recommendation was 
finalized on: 12 February 2020 01:28 AM GMT. UBS has designated certain Research department members as Derivatives 
Research Analysts where those department members publish research principally on the analysis of the price or market for a 
derivative, and provide information reasonably sufficient upon which to base a decision to enter into a derivatives 
transaction. Where Derivatives Research Analysts co-author research reports with Equity Research Analysts or Economists, 
the Derivatives Research Analyst is responsible for the derivatives investment views, forecasts, and/or recommendations. 

Analyst Certification:Each research analyst primarily responsible for the content of this research report, in whole or in part, 
certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report. 

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 44% 32% 

Neutral FSR is between -6% and 6% of the MRA. 41% 29% 

Sell FSR is > 6% below the MRA. 15% 20% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Sell 
Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 31 December 2019. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 

KEY DEFINITIONS:Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months. In some cases, this yield may be based on accrued dividends. Market Return Assumption 
(MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a forecast of, the equity risk 
premium). Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or 
rating are subject to possible change in the near term, usually in response to an event that may affect the investment case 
or valuation. Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not 
reflect any change in the fundamental view or investment case. Equity Price Targets have an investment horizon of 12 
months. 
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EXCEPTIONS AND SPECIAL CASES:UK and European Investment Fund ratings and definitions are: Buy: Positive on 
factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure, 
management, performance record, discount; Sell: Negative on factors such as structure, management, performance record, 
discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment 
Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective 
company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they 
relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the relevant 
research piece. 

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 

UBS Securities LLC: Daniel Ford, CFA; Ross Fowler, CFA.  

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Exelon Corp7, 16 EXC.O Buy N/A US$49.34 11 Feb 2020 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and 

services other than investment banking services from this company/entity. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Date Stock Price (US$) Price Target (US$) Rating 

2016-11-11 30.0 33.0 Neutral 
2016-12-05 33.32 34.0 Neutral 
2017-01-19 35.74 36.0 Neutral 
2017-02-10 35.02 37.5 Neutral 
2017-04-18 35.78 36.0 Neutral 
2017-05-15 34.7 37.5 Buy 
2017-06-06 36.69 - No Rating 
2018-02-01 37.84 44.0 Buy 
2018-02-16 37.78 43.0 Buy 
2018-04-02 38.26 44.0 Buy 
2018-04-13 38.34 47.0 Buy 
2018-05-18 39.44 46.0 Buy 
2018-06-29 42.6 48.0 Buy 
2018-07-13 42.39 50.0 Buy 
2018-11-29 45.67 51.0 Buy 
2019-01-03 44.12 49.0 Buy 
2019-02-01 47.46 53.0 Buy 
2019-03-20 49.1 56.0 Buy 
2019-08-01 44.4 53.0 Buy 
2019-09-06 48.12 55.0 Buy 

Source: UBS; as of 11 Feb 2020 
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The Disclaimer relevant to Global Wealth Management clients follows the Global 
Disclaimer. 

Global Disclaimer 
This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

This Document is provided solely to recipients who are expressly authorized by UBS to receive it. If you are not so authorized you must immediately 
destroy the Document.  

Global Research is provided to our clients through UBS Neo, and in certain instances, UBS.com and any other system or distribution method specifically identified in one 
or more communications distributed through UBS Neo or UBS.com (each a system) as an approved means for distributing Global Research. It may also be made available 
through third party vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global 
Research to a client may vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a 
client's risk profile and investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client 
relationship with UBS and legal and regulatory constraints. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the UBS Neo 
Platform Use Agreement (the "Neo Terms") together with any other relevant terms of use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, you agree that use shall be subject to this Global Research Disclaimer, the 
Neo Terms and where applicable the UBS Investment Bank terms of business (https://www.ubs.com/global/en/investment-bank/regulatory.html) and to UBS's Terms of 
Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). In addition, you consent to UBS processing your personal data and using cookies in 
accordance with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice 
(http://www.ubs.com/global/en/homepage/cookies/cookie-management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, provide to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.  

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. 

This document is a general communication and is educational in nature; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial 
instruments or to participate in any particular trading strategy. Nothing in this document constitutes a representation that any investment strategy or recommendation is 
suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal recommendation. By providing this document, none of UBS or its 
representatives has any responsibility or authority to provide or have provided investment advice in a fiduciary capacity or otherwise. Investments involve risks, and 
investors should exercise prudence and their own judgment in making their investment decisions. None of UBS or its representatives is suggesting that the recipient or 
any other person take a specific course of action or any action at all. By receiving this document, the recipient acknowledges and agrees with the intended purpose 
described above and further disclaims any expectation or belief that the information constitutes investment advice to the recipient or otherwise purports to meet the 
investment objectives of the recipient. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. 

Options, structured derivative products and futures (including OTC derivatives) are not suitable for all investors. Trading in these instruments is considered risky and may 
be appropriate only for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "The 
Characteristics and Risks of Standardized Options." You may read the document at http://www.theocc.com/publications/risks/riskchap1.jsp or ask your salesperson for a 
copy. Various theoretical explanations of the risks associated with these instruments have been published. Supporting documentation for any claims, comparisons, 
recommendations, statistics or other technical data will be supplied upon request. Past performance is not necessarily indicative of future results. Transaction costs may 
be significant in option strategies calling for multiple purchases and sales of options, such as spreads and straddles. Because of the importance of tax considerations to 
many options transactions, the investor considering options should consult with his/her tax advisor as to how taxes affect the outcome of contemplated options 
transactions. 

Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market 
conditions. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For 
investment advice, trade execution or other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Prior to making any investment or financial decisions, any recipient of this document or the information should take steps to understand the risk and return of the 
investment and seek individualized advice from his or her personal financial, legal, tax and other professional advisors that takes into account all the particular facts and 
circumstances of his or her investment objectives. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in any 
materials to which this document relates (the "Information"), except with respect to Information concerning UBS. The Information is not intended to be a complete 
statement or summary of the securities, markets or developments referred to in the document. UBS does not undertake to update or keep current the Information. Any 
opinions expressed in this document may change without notice and may differ or be contrary to opinions expressed by other business areas or groups, personnel or 
other representative of UBS. Any statements contained in this report attributed to a third party represent UBS's interpretation of the data, information and/or opinions 
provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. In no 
circumstances may this document or any of the Information (including any forecast, value, index or other calculated amount ("Values")) be used for any of the following 
purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of 
defining the asset allocation of portfolio or of computing performance fees. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further 
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional 
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. 
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Research will initiate, update and cease coverage solely at the discretion of UBS Research Management, which will also have sole discretion on the timing and frequency 
of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation to published research 
reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings history etc. as required by 
the Market Abuse Regulation, can be found on UBS Neo. Different assumptions could result in materially different results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS and/or its divisions as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms under English law or, if not carried out by UBS in the UK the law of the relevant jurisdiction in 
which UBS determines it carries out the activity) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in accordance 
with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this document. For financial 
instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in the US in accordance with 
the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued a warrant the value of 
which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or short positions, trade as 
principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions expressed in this document. 

Within the past 12 months UBS AG, its affiliates or subsidiaries may have received or provided investment services and activities or ancillary services as per MiFID II which 
may have given rise to a payment or promise of a payment in relation to these services from or to this company. 

Where Global Research refers to "UBS Evidence Lab Inside" or has made use of data provided by UBS Evidence Lab you understand that UBS Evidence Lab is a separate 
department to Global Research and that UBS Evidence Lab does not provide research, investment recommendations or advice. 

United Kingdom: This material is distributed by UBS AG, London Branch to persons who are eligible counterparties or professional clients. UBS AG, London Branch is 
authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 
Authority. Europe: Except as otherwise specified herein, these materials are distributed by UBS Europe SE, a subsidiary of UBS AG, to persons who are eligible 
counterparties or professional clients (as detailed in the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin)Rules and according to MIFID) and are only available to 
such persons. The information does not apply to, and should not be relied upon by, retail clients. UBS Europe SE is authorised by the [European Central Bank (ECB)] and 
regulated by the BaFin and the ECB. France: Prepared by UBS Europe SE and distributed by UBS Europe SE and UBS Securities France S.A. UBS Securities France S.A. is 
regulated by the ACPR (Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. 
has contributed to this document, the document is also deemed to have been prepared by UBS Securities France S.A. Germany, Luxembourg, the Netherlands, 
Belgium and Ireland: Prepared by UBS AG, London Branch and distributed by UBS AG, London Branch and UBS Europe SE. Spain: Prepared by UBS Europe SE and 
distributed by UBS Europe SE and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV). 
Turkey: Distributed by UBS AG, London Branch. No information in this document is provided for the purpose of offering, marketing and sale by any means of any 
capital market instruments and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the 
Republic of Turkey. UBS AG, London Branch is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). 
Accordingly, neither this document nor any other offering material related to the instruments/services may be utilized in connection with providing any capital market 
services to persons within the Republic of Turkey without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, 
there is no restriction on the purchase or sale of the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Europe SE (spolka z 
ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated by the Polish Financial Supervision Authority. Where an analyst of UBS Europe SE (spolka z ograniczona 
odpowiedzialnoscia) Oddzial w Polsce has contributed to this document, the document is also deemed to have been prepared by UBS Europe SE (spolka z ograniczona 
odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and distributed by UBS Bank (OOO). Switzerland: Distributed by UBS AG to persons who are institutional 
investors only. UBS AG is regulated by the Swiss Financial Market Supervisory Authority (FINMA). Italy: Prepared by UBS Europe SE and distributed by UBS Europe SE and 
UBS Europe SE, Italy Branch. Where an analyst of UBS Europe SE, Italy Branch has contributed to this document, the document is also deemed to have been prepared by 
UBS Europe SE, Italy Branch.South Africa: Distributed by UBS South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an 
authorised Financial Services Provider (FSP 7328). Israel: This material is distributed by UBS AG, London Branch. UBS Securities Israel Ltd is a licensed Investment 
Marketer that is supervised by the Israel Securities Authority (ISA). UBS AG, London Branch and its affiliates incorporated outside Israel are not licensed under the Israeli 
Advisory Law. UBS AG, London Branch is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among others in issuance 
of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS AG, London Branch and its affiliates may prefer various Financial 
Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as investment 
advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of the Israeli 
Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has been issued by UBS AG (and/or any of its 
subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 Basel and 
Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company incorporated 
in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 11588, Kingdom 
of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 08113-37. UAE / 
Dubai: The information distributed by UBS AG Dubai Branch is only intended for Professional Clients and/or Market Counterparties, as classified under the DFSA 
rulebook. No other person should act upon this material/communication. The information is not for further distribution within the United Arab Emirates. UBS AG Dubai 
Branch is regulated by the DFSA in the DIFC. UBS is not licensed to provide banking services in the UAE by the Central Bank of the UAE, nor is it licensed by the UAE 
Securities and Commodities Authority. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or 
by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’) to major US institutional investors only. UBS Securities LLC 
or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities 
LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS 
Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person within the 
meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be, and do not 
constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a 
Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration. 
Mexico: This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS Grupo Financiero, S.A. de 
C.V. and is a subsidiary of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports only reflect the views of 
the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa, S.A. de C.V., UBS Grupo 
Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable disclosures, please go to 
www.ubs.com/disclosures. Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing 
in Brazil, which are considered to be Investidores Profissionais, as designated by the applicable regulation, mainly the CVM Instruction No. 539 from the 13th of 
November 2013 (determines the duty to verify the suitability of products, services and transactions with regards to the client´s profile). Hong Kong: Distributed by UBS 
Securities Asia Limited and/or UBS AG, Hong Kong Branch, which is incorporated in Switzerland with limited liability. Please contact local licensed/registered 
representatives of UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch in respect of any matters arising from, or in connection with, the analysis or document. 
Singapore: Distributed by UBS Securities Pte. Ltd. [MCI (P) 009/09/2018 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities 
Pte. Ltd., an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the 
Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of 
Singapore, in respect of any matters arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are 
accredited and institutional investors as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional 
investors (except as otherwise permitted). Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, 
publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange 
and other banking businesses when relevant. Australia: Clients of UBS AG: Distributed by UBS AG (ABN 47 088 129 613 and holder of Australian Financial Services 
License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd (ABN 62 008 586 481 and holder of Australian Financial Services 
License No. 231098). This Document contains general information and/or general advice only and does not constitute personal financial product advice. As such, the 
Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs, and investors should, before acting 
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on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. If the Information contained in this 
document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 
where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure Statement relating to the product before 
making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is available at: www.ubs.com/ecs-research-fsg. 
New Zealand: Distributed by UBS New Zealand Ltd. UBS New Zealand Ltd is not a registered bank in New Zealand. You are being provided with this UBS publication or 
material because you have indicated to UBS that you are a “wholesale client” within the meaning of section 5C of the Financial Advisers Act 2008 of New Zealand 
(Permitted Client). This publication or material is not intended for clients who are not Permitted Clients (non-permitted Clients). If you are a non-permitted Client you 
must not rely on this publication or material. If despite this warning you nevertheless rely on this publication or material, you hereby (i) acknowledge that you may not 
rely on the content of this publication or material and that any recommendations or opinions in such this publication or material are not made or provided to you, and 
(ii) to the maximum extent permitted by law (a) indemnify UBS and its associates or related entities (and their respective Directors, officers, agents and Advisors) (each a 
‘Relevant Person’) for any loss, damage, liability or claim any of them may incur or suffer as a result of, or in connection with, your unauthorised reliance on this 
publication or material and (b) waive any rights or remedies you may have against any Relevant Person for (or in respect of) any loss, damage, liability or claim you may 
incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication or material. Korea: Distributed in Korea by UBS Securities Pte. Ltd., 
Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. This material is intended 
for professional/institutional clients only and not for distribution to any retail clients. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities 
Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution 
to any retail clients. India: Distributed by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, 
Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Number: 
INZ000259830; merchant banking services bearing SEBI Registration Number: INM000010809 and Research Analyst services bearing SEBI Registration Number: 
INH000001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months, UBS AG, 
its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the subject Indian 
company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of 
distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-securities services. With 
regard to information on associates, please refer to the Annual Report at: http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.htmlTaiwan: 
Distributed by UBS Securities Pte. Ltd., Taipei Branch which is regulated by the Taiwan Securities and Futures Bureau. This documents contains general information 
and/or general advice only and does NOT constitute any "Recommendation" to clients for the covered companies or any companies mentioned in this document. 
Indonesia: This report is being distributed by PT UBS Sekuritas Indonesia and is delivered by its licensed employee(s), including marketing/sales person, to its client. PT 
UBS Sekuritas Indonesia, having its registered office at Wisma GKBI, 22nd floor, JL. Jend. Sudirman, kav.28, Jakarta 10210, Indonesia, is a subsidiary company of UBS 
AG and licensed under Capital Market Law no. 8 year 1995, a holder of broker-dealer and underwriter licenses issued by the Capital Market and Financial Institution 
Supervisory Agency (now Otoritas Jasa Keuangan/OJK). PT UBS Sekuritas Indonesia is also a member of Indonesia Stock Exchange and supervised by Otoritas Jasa 
Keuangan (OJK). Neither this report nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens except in compliance with applicable Indonesian 
capital market laws and regulations. This report is not an offer of securities in Indonesia and may not be distributed within the territory of the Republic of Indonesia or to 
Indonesian citizens in circumstance which constitutes an offering within the meaning of Indonesian capital market laws and regulations. 

The disclosures contained in research documents produced by UBS AG, London Branch or UBS Europe SE shall be governed by and construed in accordance with English 
law. 

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and in any event UBS accepts no liability 
whatsoever for any redistribution of this document or its contents or the actions of third parties in this respect. Images may depict objects or elements that are protected 
by third party copyright, trademarks and other intellectual property rights. © UBS 2020. The key symbol and UBS are among the registered and unregistered trademarks 
of UBS. All rights reserved. 

Global Wealth Management Disclaimer 
You receive this document in your capacity as a client of UBS Global Wealth Management. This publication has been distributed to you by UBS Switzerland AG 
(regulated by FINMA in Switzerland) or its affiliates ("UBS") with whom you have a banking relationship with. The full name of the distributing affiliate and its 
competent authority can be found in the country-specific disclaimer at the end of this document. 

The date and time of the first dissemination of this publication is the same as the date and time of its publication. 

Risk information: 

You agree that you shall not copy, revise, amend, create a derivative work, provide to any third party, or in any way commercially exploit any UBS research, and that you 
shall not extract data from any research or estimates, without the prior written consent of UBS. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. 

This document is a general communication and is educational in nature; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial 
instruments or to participate in any particular trading strategy. Nothing in this document constitutes a representation that any investment strategy or recommendation is 
suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal recommendation. By providing this document, none of UBS or its 
representatives has any responsibility or authority to provide or have provided investment advice in a fiduciary capacity or otherwise. Investments involve risks, and 
investors should exercise prudence and their own judgment in making their investment decisions. None of UBS or its representatives is suggesting that the recipient or 
any other person take a specific course of action or any action at all. By receiving this document, the recipient acknowledges and agrees with the intended purpose 
described above and further disclaims any expectation or belief that the information constitutes investment advice to the recipient or otherwise purports to meet the 
investment objectives of the recipient. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. 

Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed securities may 
involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of exchange may 
adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or other enquiries, 
clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the information (as defined below). 

Prior to making any investment or financial decisions, any recipient of this document or the information should take steps to understand the risk and return of the 
investment and seek individualized advice from his or her personal financial, legal, tax and other professional advisors that takes into account all the particular facts and 
circumstances of his or her investment objectives. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in any 
materials to which this document relates (the "Information"), except with respect to Information concerning UBS. The Information is not intended to be a complete 
statement or summary of the securities, markets or developments referred to in the document. UBS does not undertake to update or keep current the Information. Any 
opinions expressed in this document may change without notice and may differ or be contrary to opinions expressed by other business areas or groups, personnel or 
other representative of UBS. Any statements contained in this report attributed to a third party represent UBS's interpretation of the data, information and/or opinions 
provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. In no 
circumstances may this document or any of the Information (including any forecast, value, index or other calculated amount ("Values")) be used for any of the following 
purposes: 
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(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of 
defining the asset allocation of portfolio or of computing performance fees. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS (including between Global Wealth Management and 
Research) and among its subsidiaries, branches and affiliates. For further information on the ways in which UBS manages conflicts and maintains independence of its 
research products, historical performance information and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. 

Research will initiate, update and cease coverage solely at the discretion of research management, which will also have sole discretion on the timing and frequency of 
any published research product. The analysis contained in this document is based on numerous assumptions. Different assumptions could result in materially different 
results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS and/or its divisions as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 

Within the past 12 months UBS Switzerland AG, its affiliates or subsidiaries may have received or provided investment services and activities or ancillary services as per 
MiFID II which may have given rise to a payment or promise of a payment in relation to these services from or to this company. 

If you require detailed information on disclosures of interest or conflict of interest as required by Market Abuse Regulation please contact the mailbox 
MAR_disclosures_twopager@ubs.com. Please note that e-mail communication is unsecured. 

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or an External Financial 
Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant and is made available to their clients and/or 
third parties. 

Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil 
Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul 
Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial Services Inc. accepts 
responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in the 
securities mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The 
contents of this report have not been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS 
Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities 
Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within the 
meaning of the Municipal Advisor Rule. 

Austria: This publication is not intended to constitute a public offer under Austrian law. It is distributed only for information purposes to clients of UBS Europe SE, 
Niederlassung Österreich, with place of business at Wächtergasse 1, A-1010 Wien. UBS Europe SE, Niederlassung Österreich is subject to the joint supervision of the 
European Central Bank ("ECB"), the German Central Bank (Deutsche Bundesbank), the German Federal Financial Services Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufsicht), as well as of the Austrian Financial Market Authority (Finanzmarktaufsicht, FMA), to which this publication has not been submitted for 
approval. UBS Europe SE is a credit institution constituted under German law in the form of a Societas Europaea, duly authorized by the ECB. Bahrain: UBS is a Swiss 
bank not licensed, supervised or regulated in Bahrain by the Central Bank of Bahrain and does not undertake banking or investment business activities in Bahrain. 
Therefore, clients have no protection under local banking and investment services laws and regulations. Canada: The information contained herein is not, and under no 
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, solicitation of an offer to buy securities 
described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption 
from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, 
alternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. 
Under no circumstances is the information contained herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs 
of the recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a 
province or territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada or, alternatively, pursuant to a dealer registration 
exemption. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed upon these materials, the information contained herein 
or the merits of the securities described herein and any representation to the contrary is an offence. In Canada, this publication is distributed by UBS Investment 
Management Canada Inc. China: This research report is neither intended to be distributed to PRC investors nor to provide securities investment consultancy services 
within the territory of PRC. Czech Republic: UBS is not a licensed bank in the Czech Republic and thus is not allowed to provide regulated banking or investment 
services in the Czech Republic. Please notify UBS if you do not wish to receive any further correspondence. Denmark: This publication is not intended to constitute a 
public offer under Danish law. It is distributed only for information purposes to clients of UBS Europe SE, Denmark Branch, filial af UBS Europe SE, with place of business 
at Sankt Annae Plads 13, 1250 Copenhagen, Denmark, registered with the Danish Commerce and Companies Agency, under No. 38 17 24 33. UBS Europe SE, 
Denmark Branch, filial af UBS Europe SE is subject to the joint supervision of the European Central Bank ("ECB"), the German Central Bank (Deutsche Bundesbank), the 
German Federal Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), as well as of the Danish Financial Supervisory Authority 
(Finanstilsynet), to which this publication has not been submitted for approval. UBS Europe SE is a credit institution constituted under German law in the form of a 
Societas Europaea, duly authorized by the ECB. Egypt: Securities or other investment products are not being offered or sold by UBS to the public in Egypt and they have 
not been and will not be registered with the Egyptian Financial Supervisory Authority. France: This publication is distributed by UBS (France) S.A., French "société 
anonyme" with share capital of € 132.975.556, 69, boulevard Haussmann F-75008 Paris, R.C.S. Paris B 421 255 670, to its clients and prospects. UBS (France) S.A. is a 
provider of investment services duly authorized according to the terms of the "Code Monétaire et Financier", regulated by French banking and financial authorities as 
the "Autorité de Contrôle Prudentiel et de Résolution." Germany: This publication is not intended to constitute a public offer under German law. It is distributed only 
for information purposes to clients of UBS Europe SE, Germany, with place of business at Bockenheimer Landstrasse 2-4, 60306 Frankfurt am Main. UBS Europe SE is a 
credit institution constituted under German law in the form of a Societas Europaea, duly authorized by the European Central Bank ("ECB"), and supervised by the ECB, 
the German Central Bank (Deutsche Bundesbank) and the German Federal Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), to 
which this publication has not been submitted for approval. Greece: UBS Switzerland AG and its affiliates (UBS) are not licensed as a bank or financial institution under 
Greek legislation and do not provide banking and financial services in Greece. Consequently, UBS provides such services from branches outside of Greece, only. This 
document may not be considered as a public offering made or to be made to residents of Greece. Hong Kong: This publication is distributed to clients of UBS AG Hong 
Kong Branch by UBS AG Hong Kong Branch, a licensed bank under the Hong Kong Banking Ordinance and a registered institution under the Securities and Futures 
Ordinance. UBS AG Hong Kong Branch is incorporated in Switzerland with limited liability. Indonesia, Malaysia, Phillipines, Thailand: This material was provided to 
you as a result of a request received by UBS from you and/or persons entitled to make the request on your behalf. Should you have received the material erroneously, 
UBS asks that you kindly destroy/delete it and inform UBS immediately. Any and all advice provided and/or trades executed by UBS pursuant to the material will only 
have been provided upon your specific request or executed upon your specific instructions, as the case may be, and may be deemed as such by UBS and you. The 
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material may not have been reviewed, approved, disapproved or endorsed by any financial or regulatory authority in your jurisdiction. The relevant investments will be 
subject to restrictions and obligations on transfer as set forth in the material, and by receiving the material you undertake to comply fully with such restrictions and 
obligations. You should carefully study and ensure that you understand and exercise due care and discretion in considering your investment objective, risk appetite and 
personal circumstances against the risk of the investment. You are advised to seek independent professional advice in case of doubt. India: UBS Securities India Private 
Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: 
+912261556000. It provides brokerage services bearing SEBI Registration Number INZ000259830; merchant banking services bearing SEBI Registration Number: 
INM000010809 and Research Analyst services bearing SEBI Registration Number: INH000001204. UBS AG, its affiliates or subsidiaries may have debt holdings or 
positions in the subject Indian company/companies. Within the past 12 months, UBS AG, its affiliates or subsidiaries may have received compensation for non-investment 
banking securities-related services and/or non-securities services from the subject Indian company/companies. The subject company/companies may have been a 
client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of distribution of the research report with respect to investment banking 
and/or non-investment banking securities-related services and/or non-securities services. With regard to information on associates, please refer to the Annual Report at: 
http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html. Israel: UBS is a premier global financial firm offering wealth management, asset 
management and investment banking services from its headquarters in Switzerland and its operations in over 50 countries worldwide to individual, corporate and 
institutional investors. In Israel, UBS Switzerland AG is registered as Foreign Dealer in cooperation with UBS Wealth Management Israel Ltd., a wholly owned UBS 
subsidiary. UBS Wealth Management Israel Ltd. is a Portfolio Manager licensee which engages also in Investment Marketing and is regulated by the Israel Securities 
Authority. This publication is intended for information only and is not intended as an offer to buy or solicitation of an offer. Furthermore, this publication is not intended 
as an investment advice and/or investment marketing and is not replacing any investment advice and/or investment marketing provided by the relevant licensee which is 
adjusted to each person needs. No action has been, or will be, taken in Israel that would permit an offering of the product(s) mentioned in this document or a 
distribution of this document to the public in Israel. In particular, this document has not been reviewed or approved by the Israeli Securities Authority. The product(s) 
mentioned in this document is/are being offered to a limited number of sophisticated investors who qualify as one of the investors listed in the first supplement to the 
Israeli Securities Law, 5728-1968. This document may not be reproduced or used for any other purpose, nor be furnished to any other person other than those to whom 
copies have been sent. Anyone who purchases the product(s) mentioned herein shall do so for its own benefit and for its own account and not with the aim or intention 
of distributing or offering the product(s) to other parties. Anyone who purchases the product(s) shall do so in accordance with its own understanding and discretion and 
after it has received any relevant financial, legal, business, tax or other advice or opinion required by it in connection with such purchase(s). The word "advice" and/or 
any of its derivatives shall be read and construed in conjunction with the definition of the term "investment marketing" as defined under the Israeli Regulation of 
Investment Advice, Investment Marketing and Portfolio Management Law, 1995.Italy: This publication is not intended to constitute a public offer under Italian law. It is 
distributed only for information purposes to clients of UBS Europe SE, Succursale Italia, with place of business at Via del Vecchio Politecnico, 3-20121 Milano. UBS 
Europe SE, Succursale Italia is subject to the joint supervision of the European Central Bank ("ECB"), the German Central Bank (Deutsche Bundesbank), the German 
Federal Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), as well as of the Bank of Italy (Banca d’Italia) and the Italian Financial 
Markets Supervisory Authority (CONSOB - Commissione Nazionale per le Società e la Borsa), to which this publication has not been submitted for approval. UBS Europe 
SE is a credit institution constituted under German law in the form of a Societas Europaea, duly authorized by the ECB. Jersey: UBS AG, Jersey Branch, is regulated and 
authorized by the Jersey Financial Services Commission for the conduct of banking, funds and investment business. Where services are provided from outside Jersey, 
they will not be covered by the Jersey regulatory regime. UBS AG, Jersey Branch is a branch of UBS AG a public company limited by shares, incorporated in Switzerland 
whose registered offices are at Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH 8001 Zurich. UBS AG, Jersey Branch's principal place business is 1, IFC 
Jersey, St Helier, Jersey, JE2 3BX. Luxembourg: This publication is not intended to constitute a public offer under Luxembourg law. It is distributed only for information 
purposes to clients of UBS Europe SE, Luxembourg Branch, with place of business at 33A, Avenue J. F. Kennedy, L-1855 Luxembourg. UBS Europe SE, Luxembourg 
Branch is subject to the joint supervision of the European Central Bank ("ECB"), the German Central bank (Deutsche Bundesbank), the German Federal Financial Services 
Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), as well as of the Luxembourg supervisory authority (Commission de Surveillance du Secteur 
Financier), to which this publication has not been submitted for approval. UBS Europe SE is a credit institution constituted under German law in the form of a Societas 
Europaea, duly authorized by the ECB. Mexico: This information is distributed by UBS Asesores México, S.A. de C.V. ("UBS Asesores"), an affiliate of UBS Switzerland 
AG, incorporated as a non-independent investment advisor under the Securities Market Law due to the relation with a Foreign Bank. UBS Asesores is a regulated entity 
and it is subject to the supervision of the Mexican Banking and Securities Commission ("CNBV"), which exclusively regulates UBS Asesores regarding the rendering of 
portfolio management, as well as on securities investment advisory services, analysis and issuance of individual investment recommendations, so that the CNBV has no 
surveillance faculties nor may have over any other service provided by UBS Asesores. UBS Asesores is registered before CNBV under Registry number 30060. You are 
being provided with this UBS publication or material because you have indicated to UBS Asesores that you are a Sophisticated Qualified Investor located in Mexico. The 
compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior management of any entity of UBS Group to 
which such analyst(s) render services. Nigeria: UBS Switzerland AG and its affiliates (UBS) are not licensed, supervised or regulated in Nigeria by the Central Bank of 
Nigeria or the Nigerian Securities and Exchange Commission (SEC) and do not undertake banking or investment business activities in Nigeria. The investment products 
mentioned in this material are not being offered or sold by UBS to the public in Nigeria and they have not been submitted for approval nor registered with the Nigerian 
SEC. If you are interested in products of this nature, please let us know and we will direct you to someone who can advise you. The investment products mentioned in 
this material are not being directed to, and are not being made available for subscription by any persons within Nigeria other than the selected investors to whom the 
offer materials have been addressed as a private sale or domestic concern within the exemption and meaning of Section 69(2) of the Investments and Securities Act, 
2007 (ISA). Portugal: UBS Switzerland AG is not licensed to conduct banking and financial activities in Portugal nor is UBS Switzerland AG supervised by the Portuguese 
regulators (Bank of Portugal "Banco de Portugal" and Portuguese Securities Exchange Commission "Comissão do Mercado de Valores Mobiliários"). Russia: This 
document or information contained therein is for information purposes only and constitute neither a public nor a private offering, is not an invitation to make offers, to 
sell, exchange or otherwise transfer any financial instruments in the Russian Federation to or for the benefit of any Russian person or entity and does not constitute an 
advertisement or offering of securities in the Russian Federation within the meaning of Russian securities laws. Singapore: This material was provided to you as a result 
of a request received by UBS from you and/or persons entitled to make the request on your behalf. Should you have received the material erroneously, UBS asks that you 
kindly destroy/delete it and inform UBS immediately. Clients of UBS AG Singapore branch are asked to please contact UBS AG Singapore branch, an exempt financial 
adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary 
Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or report. Spain: This publication is is not intended to constitute a 
public offer under Spanish law. It is distributed only for information purposes to clients of UBS Europe SE, Sucursal en España, with place of business at Calle María de 
Molina 4, C.P. 28006, Madrid. UBS Europe SE, Sucursal en España is subject to the joint supervision of the European Central Bank ("ECB"), the German Central bank 
(Deutsche Bundesbank), the German Federal Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), as well as of the Spanish 
supervisory authority (Banco de España), to which this publication has not been submitted for approval. Additionally it is authorized to provide investment services on 
securities and financial instruments, regarding which it is supervised by the Comisión Nacional del Mercado de Valores as well. UBS Europe SE, Sucursal en España is a 
branch of UBS Europe SE, a credit institution constituted under German law in the form of a Societas Europaea, duly authorized by the ECB. Sweden: This publication is 
not intended to constitute a public offer under Swedish law. It is distributed only for information purposes to clients of UBS Europe SE, Sweden Bankfilial, with place of 
business at Regeringsgatan 38, 11153 Stockholm, Sweden, registered with the Swedish Companies Registration Office under Reg. No 516406-1011. UBS Europe SE, 
Sweden Bankfilial is subject to the joint supervision of the European Central Bank ("ECB"), the German Central bank (Deutsche Bundesbank), the German Federal 
Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), as well as of the Swedish supervisory authority (Finansinspektionen), to which 
this publication has not been submitted for approval. UBS Europe SE is a credit institution constituted under German law in the form of a Societas Europaea, duly 
authorized by the ECB. Taiwan: This material is provided by UBS AG, Taipei Branch in accordance with laws of Taiwan, in agreement with or at the request of 
clients/prospects. Turkey: No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey in the 
Republic of Turkey. UBS Switzerland AG is not licensed by the Turkish Capital Market Board (the CMB) under the provisions of the Capital Market Law (Law No. 6362). 
Accordingly neither this document nor any other offering material related to the instruments/services may be utilized in connection with providing any capital market 
services to persons within the Republic of Turkey without the prior approval of the CMB. However, according to article 15 (d) (ii) of the Decree No. 32 there is no 
restriction on the purchase or sale of the instruments by residents of the Republic of Turkey. UAE: UBS is not licensed in the UAE by the Central Bank of UAE or by the 
Securities & Commodities Authority. The UBS AG Dubai Branch is licensed in the DIFC by the Dubai Financial Services Authority as an authorised firm. United Kingdom: 
This document is issued by UBS Wealth Management, a division of UBS AG which is authorised and regulated by the Financial Market Supervisory Authority in 
Switzerland. In the United Kingdom, UBS AG is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and 
limited regulation by the Prudential Regulation Authority. Details about the extent of regulation by the Prudential Regulation Authority are available from us on request. 
A member of the London Stock Exchange. This publication is distributed to retail clients of UBS Wealth Management. Ukraine: UBS is not registered and licensed as a 
bank/financial institution under Ukrainian legislation and does not provide banking and other financial services in Ukraine. UBS has not made and will not make any offer 
of the mentioned products to the public in Ukraine. No action has been taken to authorize an offer of the mentioned products to the public in Ukraine and the 
distribution of this document shall not constitute financial services for the purposes of the Law of Ukraine "On Financial Services and State Regulation of Financial 
Services Markets" dated 12 July 2001. Accordingly, nothing in this document or any other document, information or communication related to the mentioned products 
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shall be interpreted as containing an offer or invitation to offer, or solicitation of securities in the territory of Ukraine. Electronic communication must not be considered 
as an offer to enter into an electronic agreement or electronic instrument within the meaning of the Law of Ukraine "On Electronic Commerce" dated 3 September 
2015. 

This document is strictly for private use by its holder and may not be passed on to third parties or otherwise publicly distributed. 

© UBS 2020. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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 Energy | Power & Utilities

Please see the analyst certification and important disclosures on page 8 of this report. Evercore ISI and affiliates do and seek to do business with 
companies covered in its research reports. Investors should be aware that the firm may have a conflict of interest that could affect the objectivity 
of this report. Investors should consider this report as only a single factor in making their investment decision. 
©  2020. Evercore Group L.L.C. All rights reserved.

Base Case Looks Better & Upside Case 
Still Compelling; TP to $55 from $52.50
Utility & ExGen have both improved on the margin. IL Legislation 
could be transformative for ExGen earnings and value. 

Exelon reported 4Q19 EPS of $0.83/sh above the consensus 
estimate of $0.73/share and reported above consensus FY ’19 
EPS of $3.22/share. They also gave EPS guidance for ’20 that 
exceeded expectations and gave a very constructive update on 
capex, rate base and earnings growth for their utilities through ’23. As 
expected, they have not rolled ExGen’s forecasted outlook to ’22, 
however the business still looks like it will generate sufficient cash flow 
to avoid equity issuance through the forecast period to fund utility 
investments, 5% dividend growth through at least 2020, and $2.1B of 
debt pay-down. Upside from IL legislation that could compensate 
Exelon’s nuclear generation fleet for its clean energy attributes is a big 
potential upside for valuation given its potential impact longer term 
earnings power and risk profile. 

The outlook for both the utility segment and ExGen looks better 
on the margin. The 4 year capital program supporting the utility 
growth aspiration is now ~$26bn for ’20-’23 time period vs. ~$23bn for 
’19-’22. That grows rate base at 7.3% CAGR ’19-’23 vs. 7.8% for ’18-
’22. EPS guidance is $0.05 lower in ’20 due to ROE headwinds at 
ComEd but $0.05 higher in ’22. At ExGen the gross margin forecast 
for ‘20/’21 is flat but costs are down. The generation business in 
now expected to benefit from lower O&M ($50), depreciation ($100) 
and property taxes ($25). Also growth capex at ExGen is down by 
$150m in ‘20/’21 with this cash pointed towards the utility growth 
investments. Management plans to prepay $1.5bn of ExGen debt in 
’20. This is in addition to $600m of debt they paid down in ‘19. Our 
ExGen EBITDA forecast is ~$2.8B, ~$2.5B, and $2.4B for ’20-’22. 

We are increasing our ’20-’22 EPS forecast to $3.10/ $3.10 / $3.10 
from $3.00/ $3.00/ $3.00. For more details read the body of this note.

12-month target price to $55.0/share from $52.5/share, a ~15% 
total return profile. Rating remains Outperform. The ’22 P/E 
multiple on regulated utilities is now 20X.  EXC’s core utility business 
is worth between $43-$49/share at their ’22 EPS guidance of $2.20-
$2.50/share using 19.5X. We put EXC’s utility value at ~$45/share, 
meaning you are buying ExGen for +/-4/share which is the equivalent 
of ~4x EV/EBITDA, ~2.6X debt/EBITDA, generating cash at a >~20% 
un-levered FCF yield before any assumption of upside from IL 
legislation or closing money losing plants. Alternatively if you think 
ExGen is worth ~6X EV/EBITDA you are paying ~17.5x ’22 EPS for 
the utilities. One way or another there is over a ~$4bn valuation gap 
before taking in to account the potential upside from IL clean energy 
legislation.  Our $55 target takes in to account the potential for that 
upside coming to fruition. Read further for more details. 
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Company Statistics
Market Capitalization (M) $48,057
Shares Outstanding (M) 974
Dividend 1.61
Dividend Yield 3.3%
Payout Ratio 51.9%
Expected Total Return 14.7%
Fiscal Year End Dec

Earnings Summary
2020E 2021E 2022E

EPS $3.10 $3.10 $3.10
P/E 15.9 15.9 15.9
EPS vs Consensus 1.9% 4.9% 1.7%
Consensus EPS $3.04 $2.96 $3.05
Consensus P/E 16.2 16.7 16.2

1 Year Price History

Source: FactSet
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Exhibit 1
Consolidated EPS Profile

EPS SOTP Units 2018 2019 2020 2021 2022

ExGen $/share $1.39 $1.31 $1.11 $0.96 $0.78

Utilities $/share 1.91 2.14 2.18 2.32 2.50

Parent / Other $/share (0.18) (0.23) (0.20) (0.18) (0.18)

Consolidated EPS $/share $3.12 $3.22 $3.10 $3.10 $3.10

Source: Evercore ISI Research

Legal uncertainty persists regarding Federal corruption investigation. On 10/10/2019, 
EXC filed an 8-k stating that they received a grand jury subpoena from the US Attorney’s 
Office, which required them to provide additional information related to their lobbying activities 
in IL.  On 07/15/2019, the company had put out a similar 8-k regarding a subpoena from the 
US Attorney’s Office related to their lobbying in the state. In their Q3 10Q they indicated there 
is now an open SEC investigation. In all instances, the company has indicated full cooperation 
with the government. EXC has formed a Special Oversight Committee to insure compliance 
with the subpoenas. On 02/11/2020, EXC filed a 10-k stating that the outcome of the federal 
investigation as well as SEC investigation can’t be predicted and company could be subject to 
‘criminal or civil penalties, sanctions or other remedial measures’. 

While recent legal developments are unpalatable, a lot of risk appears priced in to EXC 
shares already.  We increase our 12-month target price to $55/sh from $52.5/sh. Rating 
remains Outperform.  When we build up our fundamental target price, we use a 19.5X 
multiple to value our expected regulated EPS in ’22. We took out a ~5% premium that we used 
to apply to our average regulated utility target P/E to risk adjust for legal uncertainty to some 
degree. Next, we use a ~6.2X ’22 EBITDA multiple to value ExGen. Before assuming any 
upside from IL legislation or PJM capacity or energy market reforms or asset closures, fair 
fundamental value would be +/-$54/sh (see exhibit below). Then, we add a $1/sh of value to 
our base case value taking into account the possibility of ExGen upsides becoming visible in 
the next 12-18 months. More specifically, we value an upside potential related to the FRR bill in 
IL conservatively at $2/sh and then apply 50% probability of it getting approved this year to 
come up with $1/sh upside to our base case valuation. At our 12-month target price of $55/sh, 
ExGen’s FCF yield would be ~14%. 

We have run a scenario that shows how much risk we think is priced in to EXC shares 
currently regarding the investigation. It looks like a lot, to the tune of ~$4.5bn. If we 
assume ExGen’s status quo financial profile is worth approximately ~6.2X EV/EBITDA then 
EXC’s utilities are trading at around ~17.5X ’22 EPS, a ~11% discount to the current peer 
average P/E multiple. So that is a +/-~$4.5bn or ~$4.5/sh discount on the utility business vs. 
peers assuming zero upside potential at ExGen. Alternatively, if we keep utility valuation 
unchanged, then current share price would imply a ~$4/sh value for ExGen and 4.3x 
EV/EBITDA. EXC shares pricing in significant value at risk at the core utilities from this criminal 
inquiry and SEC investigation. On that front investors should also note that ComEd’s franchise 
agreement with the city of Chicago is set to expire at YE ’20 and needs to be renewed, which 
poses another risk. There is also no upside from IL legislation or PJM capacity or energy 
market reforms or asset closures priced in. So as unpalatable as the setup looks like for EXC 
shares in the short term given the unpredictability of news regarding this issue we feel like in 
the longer term risk is to a great degree priced in and see a positively skewed risk / reward. 
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Exhibit 2
EXC SOTP Valuation – Base / Market Utility P/E / ExGen EBITDA Risk Scenarios

Valuation - Base Case Units 2022 Valuation - Risk 
Scenario Units 2022 Valuation - Risk 

Scenario Units 2022

Share Count mm 985 Share Count mm 985 Share Count mm 985

Utility EPS $/share $2.32 Utility EPS $/share $2.32 Utility EPS $/share $2.32

Multiple x 19.5x Multiple x 17.5x Multiple x 19.5x

Utility Value $/share $45.2 Utility Value $/share $40.7 Utility Value $/share $45.2

ExGen EBITDA $mm $2,376 ExGen EBITDA $mm $2,376 ExGen EBITDA $mm $2,376

Multiple x 6.2x Multiple x 6.2x Multiple x 4.3x

Enterprise Value $mm $14,731 Enterprise Value $mm $14,731 Enterprise Value $mm $10,220

Net Debt $mm $6,224 Net Debt $mm $6,224 Net Debt $mm $6,224

ExGen Value $mm $8,507 ExGen Value $mm $8,507 ExGen Value $mm $3,996

ExGen Value $/share $8.6 ExGen Value $/share $8.6 ExGen Value $/share $4.1

Total Value No Upsides $/share $54.0 Total Value No Upsides $/share $49.3 Total Value No Upsides $/share $49.3

Unlevered FCF $mm $2,169 Unlevered FCF $mm $2,169 Unlevered FCF $mm $2,169

Unlevered FCF to EV % 14.7% Unlevered FCF to EV % 14.7% Unlevered FCF to EV % 21.2%

Net Debt to EBITDA x 2.6x Net Debt to EBITDA x 2.6x Net Debt to EBITDA x 2.6x

Source: Evercore ISI Research

Illinois Legislation proposes a framework to procure clean capacity for its utilities in 
PJM. This would be a big positive for EXC. We have been saying for some time that 
potential upside from PJM capacity / energy price reform could bolster EPS, cash flow and 
value for EXC. That has been wrong. While there has been modest progress (fast start price 
reforms passed, although not implemented) they have been slow in coming and FERC’s 
decision wasn’t helpful either. In their absence IL has taken action supporting legislation that 
could compensate their entire existing nuclear fleet in the state. House Bill 2861, The Clean 
Energy Progress Act facilitates EXC securing capacity payments for its entire ~10GW ComEd 
nuclear fleet directly from the state of Illinois by taking the ComEd zone of PJM out of the 
capacity market while continuing to participate in the energy market. If it passes  we think 
annual EBITDA uplift for EXC might be more than ~$330m (~$0.27/share to EPS) because in 
the last PJM capacity auction ‘21/’22 EXC only cleared ~52% of its 10GW of ComEd nuclear 
generation. On 01/14/2020, Governor J.B. Pritzker gave an interview to NPR and discussed his 
legislative agenda in IL. More specifically, he emphasized that EXC’s nuclear fleet is necessary 
to do any kind of energy legislation in the state. He acknowledged the importance of federal 
investigations, but he argued that the energy bill is too important for variety of stakeholders as 
well as to his energy policy that it would have to move forward.  In addition, IL senate president 
Harmon made following comments “Exelon especially is the owner of the large nuclear fleet 
that is so critical to our overall energy portfolio, no one is suggesting that they shouldn’t be at 
table- what is encouraging is they won’t be loudest voice in room-Gov made clear he will 
amplify the voices of others”. We view these comments as positive data points in EXC 
participating constructively in IL legislation that charts the energy future of the state. 

The financial impact of the legislation would begin in mid ’24, but it would be 
transformative. If the bill passes in ’20 then it would still allow them to move out of the 
capacity market in the ‘24/’25 planning year (the ’21 auction) or perhaps sooner. The recent 
FERC decision is a catalyst for IL legislators to consider passing this bill during the 2020 
regular session. We think the passage of HB2861 would put the building blocks in place for 
EXC to grow EPS from $3.10/share in ’22 to +/-~$3.90/share in ’25, a ~6.0% CAGR. The utility 
business would finally not be held back by declining profits at ExGen, and the company would 
have a very strong balance sheet and cash flow profile that supports growth without equity 
issuance. If the legislation passes it sets up EXC shares as a very compelling investment vs. 
peers. 

294

Attachment SDR-ROR-10(e)
294 of 559



February 11, 2020

4

As you can see below, just holding the current trading multiple of 15.9X ’22 EPS, a ~19% 
discount to regulated peers, the average annual TSR including dividends would be ~11%. And 
we think a bit of multiple expansion is also highly probably. 

A ~1.5X increase in P/E over that time frame to 17.4X, all things equal would increase the TSR 
from ~11% to ~14%. So EXC could be a compelling absolute total return investment in a group 
that right now looks very fully priced. 
___________________________________________________________________________

Exhibit 3
TSR Analysis: Passage of IL Legislation 

IL's FRR Bill  
UPSIDE Untis 2022 2023 2024 2025 2026

LT Utility Growth % 6.0% 6.0% 6.0% 6.0%
Utility $/share $2.50 $2.65 $2.81 $2.98 $3.15
IL Legislation Upside $/share 0.15 0.15 0
ExGen $/share 0.78 0.78 0.93 1.08 1.08
Parent $/share (0.18) (0.18) (0.18) (0.18) (0.18)
Consolidated EPS $/share $3.10 $3.25 $3.56 $3.88 $4.06
P/E x 15.9x 15.9x 15.9x 15.9x 15.9x
Target Price $/share $49.3 $51.7 $56.6 $61.6 $64.5

Average Annual TSR: Next Three Years 
Price Return CAGR 4.0% 5.0% 6.1% 7.7% 8.7%

Years of Compounding 3 3 3 3 3

Current Share Price $49.3 $49.3 $49.3 $49.3 $49.3

Ending Stock Price $55.5 $57.1 $58.9 $61.6 $63.3

Dividend Yield 2.9% 2.9% 2.9% 2.9% 2.9%

Average Annual TSR 6.9% 7.9% 9.0% 10.6% 11.6%

Source: Evercore ISI Research

Challenged nuclear plants could retire post ‘21/’22 if there is no legislative/regulatory 
solution. Management has stated that they wouldn’t run currently challenged nuclear plants 
(Byron, Dresden, and Braidwood) unless there is a structural fix in power markets (examples: 
FRR-A and Power Market Reforms at PJM) and/or power curves rise significantly, or they get 
legislation in IL to compensate them appropriately. Below we show very basic analysis that 
tries to estimate potential cost savings if EXC were to shut down its challenged nuclear plants. 
The company doesn’t disclose O&M and/or maintenance expenses for their nuclear fleet on a 
unit specific basis, so we use an industry average metrics to get to ballpark cash flow 
estimates. In particular, we estimate total nuclear cost of $30/MWh, which consists of three 
pieces: O&M expenses including shared service cost savings, capital and fuel cost savings. 
We use ’21 Ni Hub forward prices of ~$24/MWh to calculate energy revenues. Capacity 
revenue estimates are based on actual cleared capacity in ComEd region in last capacity 
auction. It is also worth noting that Dresden didn’t clear the last capacity auction, while a small 
portion of Byron did clear it, as reflected in our capacity revenue estimate column. Byron and 
Braidwood need to run at least through ’22 to full fill their previous capacity auction 
commitments, but Dresden could possibly retire sooner. EXC needs to notify PJM 18 month in 
advance of retirement of its nuclear plants, which means if there were not to get IL legislation 
done in ’20, they could theoretically shut down Dresden in late ’21. 
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Exhibit 4
Economically Challenged Nuclear Plants

Nuclear Power 
Plants

Capacity  
(MW)

Capacity 
Factor

Generation  
(TWh)

Energy Revenue 
($mm)

Capacity 
Revenue  ($mm)

Total Nuclear 
Costs ($mm)

Net Cash Flow 
Profile  ($mm)

Byron
(Units 1 and 2) 

2347 95% 20 $472 $20 ($586) ($93)

Dresden
(Units 2 and 3)

1845 97% 16 377 0 (468) (91)

Braidwood
(Units 1 and 2) 2386 94% 20 472 $160 (586) 46

Total 6578 55 $1,322 $180 ($1,640) ($138)

Source: Evercore ISI Research

EXC initiated a FY’20 consolidated EPS guidance range of $3.00 - $3.30/sh ($3.15 at 
midpoint) versus consensus at $3.03/sh and our previous forecast of $3.00/sh. The long-
term Utility EPS growth outlook was maintained at 6-8%. Management rolled out an updated 4 
year capital program for ’20-’23 up to $26bn from $23bn for the ’19-’22 time period. The rate 
base will grow to $54.2bn by 2023 from $40.8bn in 2019, an annual growth rate of 7.3% vs. 
previously expected CAGR of 7.8% for ’18-’22 time period. 

We are increasing our consolidated ’20 - ’22 EPS forecast to $3.10/sh from $3.00/sh for 
next three years. We incorporate latest guidance including the recently announced cost 
savings initiative at ExGen (now assuming $50m in ’20 and $50m in ’21), the latest hedging 
disclosure, lower depreciation and property taxes into our model. We note ExGen is now 6-9% 
and 3-6% behind ratable hedging of its wholesale length in ’20 and ’21 as they don’t expect 
significant move in power prices from here. Management has committed to grow the dividend 
5% annually through at least 2020, which is probably eminently manageable longer term given 
their cash flow outlook and the strength of the balance sheet even with the recent negative 
move in power forward pricing. 

Exhibit 5
Rate Base and Capex Profile

Source: Evercore ISI Research, Company presentation

Our Utility & Parent EPS forecast for ’20-’22 is now $1.98/ $2.14/ $2.32 vs. management’s 
guidance at the mid-point of $1.95/ $2.10 / $2.35. Management also provided a UP&O 
guidance range of $2.30-$2.60 for ’23. Earnings guidance for ’22 looks especially strong with 
EPS expected to grow ~12% over 2021. That reflects an assumption PECO will be coming out 
of the rate case in that year with higher rates. The 4 year capital program supporting this 
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growth aspiration is ~$26bn for ’20-’23 time period. That grows rate base at 7.3% CAGR ’19-
’23. Management now expects utility earnings will grow at 6-8% CAGR through ’23. 

Our updated ExGen EBITDA forecast for ’20 - ‘22 is ~$2.8bn, ~$2.5bn, and $2.4bn. 
Management updated its gross margin disclosure indicating no change in total gross margin. 
‘20/’21 MTM hedges were up by $450m/$100m vs. last quarter, while open gross margins were 
down by $400/$100m. Power New Business / To Go came down by $50m in ’20. The company 
is 6-9% behind ratable in ’20 and 3-6% behind ratable in ’21, which reflects management’s 
view about the lack of fundamental upside in power prices going forward. Management expects 
to pay-down $1.5bn of debt at ExGen in 2020. This is in addition to $600m of debt pay-down in 
’19. The GenCo business is still expected to fund utility growth and dividend growth of 5% 
through ’20 without issuing external equity. 

EXC reported FY19 adjusted consolidated EPS of $3.22 vs. guidance range of $3.05-
$3.20sh, consensus of $3.12/sh, and EVR ISI of $3.10/sh. 4Q19 adjusted EPS came in at 
$0.83 vs. $0.58 in 4Q18. Strong quarterly performance was mainly attributed to ExGen, while 
PECO had a modest headwind. In particular, ExGen’s 4Q19 EPS came in $0.21 higher vs. last 
year due to improved market and portfolio conditions (+$0.10), lower O&M (+0.09), R&D tax 
benefit (+$0.08), lower nuclear outages (+$0.05), and higher ZEC revenues ($0.03), while 
capacity pricing (-$0.12) and other (-$0.02) were major headwinds. EXC utilities were up by 
$0.02 y/y due to strong performance at BGE (+$0.03) partially offset by PECO (-$0.01). 
Corporate came in $0.02 higher vs. last year due to R&D tax benefit (+$0.03) partially offset by 
other (-$0.01).

What’s next? At the utilities, PEPCO DC (Electric) filed a rate case requesting a $162m 
revenue increase reflecting cumulative multi-year plan. The plan is premised on ROE of 10.3% 
and equity layer of 50.68%. A final decision is expected by 4Q20. On 12/05/2019, Delmarva 
MD (Electric) filed a rate case with the Maryland Public Service Commission (MDPSC) asking 
for revenue requirement increase of $18.5m premised on ROE of 10.3% and equity layer of 
50.53%. A final decision is expected on July 2nd, 2020. At ExGen, On 01/23, The FERC 
temporarily delayed changes related to PJM power market rules that allow fast-start resources 
to set prices (docket: ER19-2722) due to pricing and dispatch misalignment issue. In April 
2019, The FERC found that PJM’s fast-start pricing rules are unjust and unreasonable and 
asked PJM to revise its tariff to allow fast-start resources to set locational marginal price (LMP) 
reflecting the marginal cost of serving load. The FERC defined the fast-start resource as a 
resource that is able to start up within one hour or less. The fast-start resource also supposed 
to have a minimum run time of one hour or less. Better pricing for fast-start resources expected 
to increase wholesale power prices benefiting all resources. The Independent Market Monitor 
(IMM) and other PJM stakeholders raised concerns with regard to pricing and dispatch 
misalignment issue as it relates to implementation of fast-start rules. PJM is expected to run a 
stakeholder process through May of 2020 to resolve this technical issue. The commission 
agreed to delay PJM’s compliance filing until July 31, 2020.
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VALUATION METHODOLOGY
Our valuation is based on a sum of the parts analysis. We use a P/E multiple on the utility and an EBITDA multiple for the 
merchant power business.

RISKS
Higher or lower power / capacity prices and favorable / unfavorable outcomes in regulatory proceedings would cause our 
valuation to be either higher or lower. Higher interest rates would pull utility earnings up in IL but pressure multiples so the net 
impact would likely be negative overall. A favorable outcome in the upcoming capacity auctions would be accretive but a 
significantly lower capacity auction price would be negative.

COMPANIES UNDER COVERAGE BY AUTHOR

Symbol Company Rating
Price

(2020-11-02)
Evercore ISI

Target
AEE Ameren Corp. In Line $84.29 $84.00
AEP American Electric Power In Line $102.32 $103.00
AES The AES Corporation Outperform $20.82 $23.00
AGR Avangrid Inc In Line $52.83 $53.00
CMS CMS Energy Corp. In Line $67.42 $69.00
CNP CenterPoint Energy, Inc. Outperform $27.04 $28.00
CWEN Clearway Energy In Line $21.86 $20.00
D Dominion Energy, Inc In Line $85.36 $85.00
DTE DTE Energy Co. Outperform $134.13 $139.00
DUK Duke Energy Corp. In Line $97.03 $97.00
ED Consolidated Edison Inc. In Line $93.28 $95.00
EIX Edison International In Line $78.12 $80.00
ES Eversource Energy Underperform $91.34 $89.00
ETR Entergy Corp. In Line $132.94 $130.00
EVRG Evergy In Line $70.80 $71.00
EXC Exelon Corp. Outperform $49.39 $55.00
FCFE18-MX CFE Capital S. de R.L. de C.V. Outperform MXN25.04 MXN19.00
FE FirstEnergy Corp. Outperform $51.60 $53.00
HE Hawaiian Electric Industries Inc. Underperform $48.23 $43.00
NEE NextEra Energy Inc In Line $272.80 $263.00
NI NiSource Inc Outperform $29.98 $31.00
NRG NRG Energy Inc. Outperform $38.96 $47.00
OGE OGE Energy Corp In Line $46.02 $46.00

PCG PG&E Corp.
Rating 
Suspended $17.95

PEG Public Service Enterprise Group In Line $57.80 $62.00
PNM PNM Resources, Inc In Line $55.09 $55.00
PNW Pinnacle West Capital Corp. In Line $98.76 $97.00
PPL PPL Corp. In Line $36.16 $36.50
SO Southern Co. In Line $68.61 $69.00
SRE Sempra Energy Outperform $158.62 $170.00
VST Vistra Energy Corp Outperform $23.00 $32.00
WEC WEC Energy Group, Inc. Underperform $100.29 $95.00
XEL Xcel Energy Inc. In Line $69.03 $66.50
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determining, or there are legal, regulatory or policy constraints around publishing, a rating or target price. The previous rating and target price, if 
any, are no longer in effect for this company  and should not be relied upon.*

*Prior to October 10, 2015, the "Coverage Suspended" and "Rating Suspended" categories were included in the category "Suspended."

FlNRA requires that members who use a ratings system with terms other than "Buy," "Hold/Neutral" and "Sell" to equate their own 
ratings to these categories.  For this purpose, and in the Evercore lSI ratings distribution below, our Outperform, In Line, and 
Underperform ratings can be equated to Buy, Hold and Sell, respectively.

Historical Ratings Definitions

Prior to March 2, 2017, Evercore lSI's recommendations were based on a stock's total forecasted return over the next 12 months:

Buy- the total forecasted return is expected to be greater than 10%
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Hold- the total forecasted return is expected to be greater than or equal to 0% and less than or equal to 10%
Sell -the total forecasted return is expected to be less than 0%

On October 31, 2014, Evercore acquired International Strategy & Investment Group LLC ("lSI Group") and lSI UK (the "Acquisition") and 
transferred Evercore Group's research, sales and trading businesses to lSI Group. On December 31, 2015, the combined research, sales and 
trading businesses were transferred back to Evercore Group in an internal reorganization. Since the Acquisition, the combined research, sales 
and trading businesses have operated under the global marketing brand name Evercore lSI.

lSI Group and lSI UK:

Prior to October 10, 2014, the ratings system of lSI Group and lSI UK which was based on a 12-month risk adjusted total return: 

Strong Buy- Return > 20%
Buy- Return 10% to 20%
Neutral - Return 0% to 10% 
Cautious- Return -10% to 0% 
Sell-  Return< -10%

For disclosure purposes, lSI Group and lSI UK ratings were viewed as follows: Strong Buy and Buy equate to Buy, Neutral equates to Hold, and 
Cautious and Sell equate to Sell. 

Evercore Group:

Prior to October 10, 2014, the rating system of Evercore Group was based on a stock's expected total return relative to the analyst's coverage 
universe over the following 12 months. Stocks under coverage were divided into three categories:

Overweight- the stock is expected to outperform the average total return of the analyst's coverage universe over the next 12 months.
Equal-Weight- the stock is expected to perform in line with the average total return of the analyst's coverage universe over the next 12 months. 
Underweight -the stock is expected to underperform the average total return of the analyst's coverage universe over the next 12 months. 
Suspended- the company rating, target price and earnings estimates have been temporarily suspended.

For disclosure purposes, Evercore Group's prior "Overweight," "Equal-Weight" and "Underweight" ratings were viewed as "Buy," "Hold" and 
"Sell," respectively.

Ratings Definitions for Portfolio-Based Coverage

Evercore lSI utilizes an alternate rating system for companies covered by analysts who use a model portfolio-based approach to determine a 
company's investment recommendation. Covered companies are included or not included as holdings in the analyst's Model Portfolio, and have 
the following ratings:

Long- the stock is a positive holding in the model portfolio; the total forecasted return is expected to be greater than 0%. 
Short- the stock is a negative holding in the model portfolio; the total forecasted return is expected to be less than 0%. 
No Position- the stock is not included in the model portfolio.
Coverage Suspended- the rating and target price have been removed pursuant to Evercore lSI policy when Evercore is acting in an advisory 
capacity in a merger or strategic transaction involving this company, and in certain other circumstances; a stock in the model portfolio is removed. 
Rating Suspended - Evercore lSI has suspended the rating and/or target price for this stock because there is not sufficient fundamental basis for 
determining, or there are legal, regulatory or policy constraints around publishing, a rating or target price. The previous rating and target price, if 
any, are no longer in effect for this company and should not be relied upon; a stock in the model portfolio is removed.

Stocks included in the model portfolio will be weighted from 0 to 100% for Long and 0 to -100% for Short. A stock's weight in the portfolio reflects 
the analyst's degree of conviction in the stock's rating relative to other stocks in the portfolio. The model portfolio may also include a cash 
component. At any given time the aggregate weight of the stocks included in the portfolio and the cash component must equal100%.

Stocks assigned ratings under the alternative model portfolio-based coverage system cannot also be rated by Evercore lSI's Current Ratings 
definitions of Outperform, In Line and Underperform.

FlNRA requires that members who use a ratings system with terms other than "Buy," "Hold/Neutral" and "Sell," to equate their own 
ratings to these categories. For this purpose, and in the Evercore lSI ratings distribution below, our Long, No Position and Short 
ratings can be equated to Buy, Hold and Sell respectively.

Evercore lSI rating (as of 02/11/2020)

Coverage Universe Investment Banking Services I Past 12 Months
Ratings Count Pct.
Buy 406 53
Hold 281 36
Sell 43 6
Coverage Suspended 27 3
Rating Suspended 16 2

Ratings Count Pct.
Buy 94 23
Hold 36 13
Sell 6 14
Coverage Suspended 10 37
Rating Suspended 4 25

Issuer-Specific Disclosures (as of February 11, 2020)
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Price Charts

Ratings Key
B Buy OP Outperform L Long CS Coverage Suspended
H Hold IL In Line NP No Position RS Rating Suspended
S Sell UP Underperform S Short

GENERAL DISCLOSURES
This report is approved and/or distributed by Evercore Group L.L.C. (“Evercore Group”), a U.S. licensed broker-dealer regulated by the Financial 
Industry Regulatory Authority (“FINRA”) and by International Strategy & Investment Group (UK) Limited (“ISI UK”), which is authorised and 
regulated in the United Kingdom by the Financial Conduct Authority. The institutional sales, trading and research businesses of Evercore Group 
and ISI UK collectively operate under the global marketing brand name Evercore ISI ("Evercore ISI"). Both Evercore Group and ISI UK are 
subsidiaries of Evercore Inc. ("Evercore"). The trademarks, logos and service marks shown on this report are registered trademarks of Evercore 
Inc.

This report is provided for informational purposes only. It is not to be construed as an offer to buy or sell or a solicitation of an offer to buy or sell 
any financial instruments or to participate in any particular trading strategy in any jurisdiction. The information and opinions in this report were 
prepared by employees of affiliates of Evercore. The information herein is believed by Evercore ISI to be reliable and has been obtained from 
public sources believed to be reliable, but Evercore ISI makes no representation as to the accuracy or completeness of such information. 
Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do not 
necessarily reflect the opinions of Evercore or its affiliates and are subject to change without notice. In addition, opinions, estimates and 
projections in this report may differ from or be contrary to those expressed by other business areas or groups of Evercore and its affiliates. 
Evercore ISI has no obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated 
herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. Facts and views in 
Evercore ISI research reports and notes have not been reviewed by, and may not reflect information known to, professionals in other Evercore 
affiliates or business areas, including investment banking personnel.

Evercore ISI does not provide individually tailored investment advice in research reports. This report has been prepared without regard to the 
particular investments and circumstances of the recipient. The financial instruments discussed in this report may not suitable for all investors and 
investors must make their own investment decisions using their own independent advisors as they believe necessary and based upon their 
specific financial situations and investment objectives. Securities and other financial instruments discussed in this report, or recommended or 
offered by Evercore ISI, are not insured by the Federal Deposit Insurance Corporation and are not deposits of or other obligations of any insured 
depository institution. If a financial instrument is denominated in a currency other than an investor’s currency, a change in exchange rates may 
adversely affect the price or value of, or the income derived from the financial instrument, and such investor effectively assumes such currency 
risk. In addition, income from an investment may fluctuate and the price or value of financial instruments described in this report, either directly or 
indirectly, may rise or fall. Estimates of future performance are based on assumptions that may not be realized. Furthermore, past performance is 
not necessarily indicative of future performance.

Evercore ISI salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that 
reflect opinions that are contrary to the opinions expressed in this research. Our asset management affiliates and investing businesses may 
make investment decisions that are inconsistent with the recommendations or views expressed in this research.

Electronic research is simultaneously available to all clients. This report is provided to Evercore ISI clients and may not be redistributed, 
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Evercore ISI. Receipt and review 
of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion or 
information contained in this report (including any investment recommendations, estimates or target prices) without first obtaining express 
permission from Evercore ISI.
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This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be 
contrary to local law or regulation.

For investors in the UK: In making this report available, Evercore makes no recommendation to buy, sell or otherwise deal in any securities or 
investments whatsoever and you should neither rely or act upon, directly or indirectly, any of the information contained in this report in respect of 
any such investment activity. This report is being directed at or distributed to, (a) persons who fall within the definition of Investment Professionals 
(set out in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b) persons falling within 
the definition of high net worth companies, unincorporated associations, etc. (set out in Article 49(2) of the Order); (c) other persons to whom it 
may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This report must not be acted on or 
relied on by persons who are not relevant persons.

Applicable current disclosures regarding the subject companies covered in this report are available at the offices of Evercore ISI, and can be 
obtained by writing to Evercore Group L.L.C., Attn. Compliance, 666 Fifth Avenue, 11th Floor, New York, NY 10103.

In compliance with the European Securities and Markets Authority's Market Abuse Regulation, a list of all Evercore ISI recommendations 
disseminated in the preceding 12 months for the subject companies herein, may be found at the following site: 
https://evercoreisi.mediasterling.com/disclosure.

© 2020. Evercore Group L.L.C. All rights reserved.
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

49.34 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQ

Market Cap (USD Mil) 47,964

52-Week High (USD) 51.18

52-Week Low (USD) 43.41

52-Week Total Return % 6.3

YTD Total Return % 8.2

Last Fiscal Year End 31 Dec 2018

5-Yr Forward Revenue CAGR % 1.3

5-Yr Forward EPS CAGR % 3.8

Price/Fair Value 1.15

2017 2018 2019(E) 2020(E)

Price/Earnings 14.7 16.8 15.9 17.8
EV/EBITDA 9.0 9.5 9.5 9.7
EV/EBIT 17.0 20.1 19.0 20.4
Free Cash Flow Yield % -0.3 2.4 4.2 1.3
Dividend Yield % 3.3 3.1 2.9 2.9

2017 2018 2019(E) 2020(E)

Revenue 33,531 35,985 32,850 33,735

Revenue YoY % 6.9 7.3 -8.7 2.7

EBIT 4,260 3,898 4,402 4,112

EBIT YoY % 36.9 -8.5 12.9 -6.6

Net Income, Adjusted 2,543 2,597 3,006 2,695

Net Income YoY % 2.4 2.1 15.8 -10.4

Diluted EPS 2.68 2.68 3.10 2.77

Diluted EPS YoY % — — 15.6 -10.5

Free Cash Flow 38 2,338 2,268 1,152

Free Cash Flow YoY % -100.6 NM -3.0 -49.2

Exelon Initiates Supportive 2020 Guidance; Increases Capital
Investment Program
See Page 2 for the full Analyst Note from 11 Feb 2020

Andrew Bischof, CFA, CPA
Senior Equity Analyst
Morningstar

Important Disclosure

The conduct of Morningstar’s analysts is
governed by Code of Ethics/Code of Conduct
Policy, Personal Security Trading Policy (or
an equivalent of), and Investment Research
Policy. For information regarding conflicts
of interest, visit 

Research as of 11 Feb 2020
Estimates as of 04 Nov 2019
Pricing data through 11 Feb 2020 00:00
Rating updated as of 11 Feb 2020 00:00

Business Strategy and Outlook 04 Nov 2019

As the largest nuclear power plant owner in the United States,

Exelon has suffered as low natural gas prices have slashed power

prices since 2008. We think cheap gas will remain an advantage

for competing generators and pressure nuclear plant returns for

the foreseeable future. But Exelon has shown its political clout

recently, winning subsidies in Illinois, New York, and New Jersey

to keep its nuclear fleet economic. To date, Exelon has secured

over $400 million in annual zero emission credits across these three

states.

Exelon's growth engine is its regulated gas and electric distribution

utilities. With the $12 billion acquisition of Pepco Holdings in

March 2016, we expect Exelon's regulated electric and gas

distribution utilities to drive all of our earnings growth through

2022. By then, the regulated utilities' earnings should easily top

Exelon's generation earnings, based on current energy market

conditions.

Returns at Pepco remain weak, but pending rate cases and

regulatory reform should aid returns. Returns at the unit have

improved recently to 9.4%, up 300 basis points from the prior

quarter. Low interest rates pose a headwind to returns in Illinois,

where returns are tied to the 30-year U.S. Treasury rates.

At its nuclear unit, Exelon can't escape its leverage to Eastern and

Midwestern U.S. power prices, which contribute about half of total

earnings. Nuclear's low fuel costs and clean emission profile make

Exelon the utilities sector's biggest winner if power prices rise,

capacity markets tighten, and environmental regulations make

fossil-fuel power generation more costly.

Exelon's merchant generation continues to be our main concern

and the reason we value Exelon at a steep discount to peer

regulated utilities. As a result of weak forward power prices and

low volatility, Exelon's management recently cut its new wholesale

business expectations by $100 million. While we think

management can attain the additional targeted operating savings

to offset the loss, it highlights the difficult operating environment.

Management remains less hedged than at this same point in prior

Exelon serves more customers than any other U.S. utility, with 10 million
power and gas customers at its six regulated utilities in Illinois,
Pennsylvania, Maryland, New Jersey, Delaware, and Washington, D.C.
Exelon owns 14 nuclear plants and 32 gigawatts of generation capacity
throughout North America.

Profile

Vital Statistics

Valuation Summary and Forecasts

Financial Summary and Forecasts

The primary analyst covering this company
does not own its stock.

Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

(USD Mil)
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Morningstar Analysis

Exelon Initiates Supportive 2020 Guidance; Increases

Capital Investment Program  11 Feb 2020

We are reaffirming our $43 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to have
a material effect on our fair value estimate.

In late December, FERC issued an order requiring the Mid-
Atlantic transmission operator PJM to extend the Minimum
Offer Price Rule to nuclear generation that receives state
subsidies effective for the next PJM auction. If Illinois and
New Jersey are unsuccessful with their fixed resource
requirement proposal, subsidized nuclear generation in
those states would result in higher offers likely resulting in
those units not clearing the capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the four
Illinois nuclear facilities not receiving state zero emission
credits. Exelon has won nuclear subsidies across its fleet,
but a recent federal corruption probe could hinder Exelon's
efforts in Illinois.

Exelon's regulated utilities continue to operate well, with a
10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2 billion
from Exelon's last plan--supports 7.3% rate base growth
and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low

interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate. Regulators
also approved a constructive settlement at utility BGE.

Fair Value & Profit Drivers  04 Nov 2019

We are maintaining our $43 fair value estimate after Exelon
reported third-quarter earnings that were in line with our
expectations.

We expect earnings growth at the regulated utilities to be
in line with 8% rate base growth Our forecasts show
Exelon's regulated utilities contributing about 60% of
consolidated earnings in 2019, a trend we forecast to
continue as Exelon directs cash flow generated by its
nuclear fleet toward its regulated operations. We assume
the regulated utilities earn 10% returns on equity and
increase their rate bases nearly 8% annually on average in
2019-22. Lower gross margins at the merchant generation
business will negate most of this growth on a consolidated
basis.

On a midcycle basis, we assume a $3 per million Btu
midcycle Henry Hub gas price and modest market heat rate
improvement above current 2020 forwards in all regions.

At the retail business, we assume 20% long-term
normalized gross margins and volume that grows to 267
terawatt-hours by 2022.

We assume a 9% cost of equity and a 7.0% cost of capital.
Our cost of equity assumption is in line with the 9% rate of
return that we expect investors to demand of a diversified
equity portfolio. A 2.25% long-term inflation outlook
underpins our capital cost assumptions.

Scenario Analysis

We assign a medium uncertainty rating. Exelon's
higher-than-average degree of operating leverage and
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exposure to volatile power markets lead to a wider range
of outcomes in our base, high, and low scenarios than a
typical utility.

In our bull case, a $10 per megawatt-hour average increase
in our midcycle power price assumptions with no change in
retail margins results in a 20% increase in our open midcycle
EPS estimate and over a $1 billion change in EBITDA. In this
case, our fair value estimate would rise by $9 per share.

In our bear case, we assume power prices fall by a similar
amount, resulting in a $9 per share cut in our base-case fair
value estimate. Our fair value estimate would fall an
additional $1 per share if we reduce our assumption for the
operating efficiency and utilization of Exelon's nuclear
power plants by 4 percentage points to near the industry
average.

On a mark-to-market basis, there would be no change to our
fair value estimate or midcycle earnings estimates.

At the retail segment, every 100 basis points of long-term
normalized margin expansion generates $100 million of

pretax margin and $1 per share of value.

Economic Moat

Considering Exelon's full suite of businesses, we think the
firm has a narrow economic moat.

Most nuclear generation still has moaty characteristics,
with returns on capital above costs of capital for the
foreseeable future. However, the spread between long-term
returns on capital and Exelon's cost of capital has shrunk,
based on our midcycle outlook for power prices in the
Eastern U.S. Exelon's increasing diversification into narrow-
and no-moat businesses, together with the shrinking returns
at its nuclear generation business, supports our narrow
moat rating.

Nuclear generation's moaty economics are based on two
primary competitive advantages. First, nuclear plants take
more than seven years to site and build, cost several billion
dollars, and typically face community opposition. These are
significant barriers to entry, giving operators an effective
low-cost monopoly in a given region. Exelon's large fleet
gives it scale advantages that allow it to add capacity at its
plants at a fraction of the cost and risk of a greenfield project.
It is unlikely a competitor would be able to earn sufficient
returns on capital by building a nuclear plant in close
proximity to any of Exelon's plants.

Second, no other reliable power generation source can
match the scale of a nuclear plant. Nuclear plants' low
variable costs and low greenhouse gas emissions relative
to competing fossil fuel power generation sources, such as
coal and natural gas. Renewable energy, with effectively no
marginal costs, has depressed wholesale power prices and
hurt Exelon's returns on capital in some of its regions. We
believe this is a market distortion that fails to recognize the
value of Exelon's nuclear fleet reliability relative to
intermittent renewable energy. State policy and legislation
particularly in Illinois, New Jersey and New York have
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recognized some of that zero-emissions power from nuclear
plants.

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits offsets
the service territory monopolies and network efficient scale
advantages. Utility regulation in the U.S. aims to fix
customer rates at levels that ensure capital providers earn
fair returns on their investments while keeping customer
costs as low as possible. We believe this regulatory compact
ensures Exelon's utilities will earn greater than their costs
of capital in the long run.

We believe Exelon's retail supply business has no economic
moat. Retail power and gas markets are highly competitive
with virtually no barriers to entry, switching costs, or product
differentiation. Although customer relationships can be
sticky, retailers mostly end up competing on price.

Moat Trend

We assign Exelon a stable moat trend rating. The regulatory
environments in Illinois, Pennsylvania, and Maryland have
stabilized, allowing the company's distribution utilities to
earn more favorable returns. About 75% of the $9.5 billion
of rate base growth in 2019-22 will have rate trackers or
formula rates, minimizing regulatory lag. Exelon faces the
biggest challenge boosting Pepco's earned returns some
200 basis points to approach its allowed returns.

In the power markets, Exelon faces both positive and
negative trend developments. We expect returns on capital
will continue to face pressure from cheap gas moving west
and increasing renewable energy penetration. However,
environmental regulations, coal plant closures, nuclear
subsidies and capacity market changes should help returns
on capital. On balance, we think these positive and negative
dynamics offset each other.

Since the retail supply business is relatively new following
power market deregulation in the early 2000s, we're
watching to see if any company can build a sustainable
competitive advantage. Exelon and others are demonstrating
some scale and cost advantages, particularly in marketing,
customer aggregation, risk mitigation, and supply costs.

The one path we see to achieve excess returns in the supply
business is to match customer load with wholesale
generation. As liquidity has dried up in power markets, it is
increasingly difficult and costly to hedge future expected
generation. A retail supply business can improve hedging
opportunities by reducing collateral and trading costs. This
could give a retail supplier a low-cost advantage. As the
nation's largest wholesale power generator and retail
supplier, Exelon is well positioned to take advantage of
these wholesale-retail pairing benefits.
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Bulls Say/Bears Say

Bulls Say Bears Say

ONuclear power plants run year-round, produce
electricity at low variable costs, and generate large
energy margins, even with currently depressed power
prices.

OHigher natural gas and coal prices, rising electricity
demand, and environmental regulations help Exelon
more than any other utility because of its large nuclear
fleet.

OExelon's regulated utilities have good growth
opportunities and regulation that can support earnings
and dividend growth.

OExelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

OThe Constellation and Pepco acquisitions diluted
Exelon's economic moat by adding more no-moat
retail business.

OMany of Exelon's growth projects come with regulated
or contracted returns, reducing shareholders' leverage
to a rebound in power markets.
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2019(E) 2020(E) 2021(E) 2022(E) 2023(E)

Cash and Equivalents (beginning of period) 1,349 1,433 699 658 7
Adjusted Available Cash Flow 3,124 2,120 2,869 2,961 3,976
Total Cash Available before Debt Service 4,473 3,552 3,568 3,620 3,982

Principal Payments -1,483 -1,626 -1,600 -2,000 -2,275
Interest Payments -1,448 -1,551 -1,654 -2,038 -1,933
Other Cash Obligations and Commitments -303 -303 -463 -464 -463
Total Cash Obligations and Commitments -3,234 -3,480 -3,717 -4,502 -4,671

USD Millions
% of

Commitments

Beginning Cash Balance 1,349 6.9
Sum of 5-Year Adjusted Free Cash Flow 15,049 76.8
Sum of Cash and 5-Year Cash Generation 16,398 83.7

Revolver Availability — —
Asset Adjusted Borrowings (Repayment) — —

Sum of Cash, 5-Year Cash Generation, Revolver and Adjustments 16,398 83.7
Sum of 5-Year Cash Commitments -19,604 —

Five Year Adjusted Cash Flow Forecast (USD Mil)

Cumulative Annual Cash Flow Cushion

Cash Flow Cushion
Possible Liquidity Need

Adjusted Cash Flow Summary

Financial Strength

As power prices have fallen from their 2008 peaks, Exelon
has spent much of the last decade focused on preserving
its investment-grade credit rating. Management is targeting
a $2.2 billion-$3.8 billion reduction in nonutility debt through
2022.We see no immediate credit concerns based on current
energy market conditions. We project Exelon's consolidated
EBITDA/interest coverage will remain above 5 times and
leverage will remain below 5 times debt/EBITDA at least
through 2019. We think this is acceptable, given the higher
share of regulated earnings.Only about one fourth of
Exelon's consolidated debt is directly tied to its generation
segment. As long as power markets remain relatively stable
and Exelon maintains its investment-grade ratings, we don't
expect the company to have trouble refinancing its
near-term maturities. Continued power market weakness
could make refinancing more difficult and stress Exelon's
credit metrics.Management will raise the dividend 5% in
2019, but we think dividend growth will ease lower as gross
margins from generation weaken.

Risk & Uncertainty

Investors should consider turning their attention away from
power markets and more toward regulatory developments
in Illinois, Pennsylvania, and the Mid-Atlantic coastal
states.As Exelon's regulated utilities generate a greater
share of earnings, shareholders' returns will be more
exposed to state and federal regulatory risk. Illinois and
Maryland are two historically tough regulatory
environments, and punitive rate decisions could have a
material impact on earnings and growth. However, Exelon
has done a solid job developing good regulatory
relationships that mitigate some of this risk. We expect
Exelon will be able to maintain solid--albeit not
spectacular--returns at its regulated utilities.Exelon's
biggest threat used to be political developments that would
reregulate competitive electricity markets in the Midwest
and Mid-Atlantic. As the nation's largest wholesale

Page 6

308

Attachment SDR-ROR-10(e)
308 of 559



Morningstar Equity Research

© Morningstar 2020. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. The information, data, analyses and opinions presented herein do not constitute
investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or accurate. The opinions expressed are as of the date written and are subject to change without
notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the
proprietary property of Morningstar and may not be reproduced, in whole or in part, or used in any manner, without the prior written consent of Morningstar. Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to,
Morningstar Research Services LLC, registered with and governed by the U.S. Securities and Exchange Commission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important disclosures at the end of this report.

Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

49.34 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQ

generator and retail supplier, Exelon Generation's
competitive edge requires Eastern U.S. power markets to
remain deregulated. However, Exelon's political savvy,
particularly in Illinois, New York, and New Jersey, now limits
the impact from volatile power markets on earnings and
long-term value. We expect most of the nuclear fleet is
earning returns in the range of what might be available in
a fully regulated scheme.Exelon still has a net long position
in the power markets, so sharp increases in power prices
would result in an earnings windfall for its generation fleet.
This could reverse the current outlook, leading Exelon to pull
back its lobbying efforts while drawing reregulation rhetoric
from regulators and politicians. Exelon previously suffered
from politically inspired power price caps that limited its
profits for several years following deregulation. We think
the now-mature deregulated markets make this unlikely, but
regulators remain highly involved in power markets, and any
regulatory changes will probably have a material positive
or negative impact on Exelon, given its size.
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Name Position Shares Held Report Date* InsiderActivity

MR. CHRISTOPHER M.
CRANE

CEO/Chairman of the Board,
Subsidiary/Director/President,
Director

437,997 27 Jan 2020 —

MAYO A. SHATTUCK,III Director 267,649 08 Nov 2017 —
MR. WILLIAM A. VON
HOENE, JR

Other Executive Officer/Senior
Executive VP

191,472 27 Jan 2020 —

MS. ANNE R.
PRAMAGGIORE

CEO, Subsidiary/President,
Subsidiary

87,518 04 Feb 2019 —

MR. KENNETH W.
CORNEW

CEO, Subsidiary/Other Executive
Officer/President, Subsidiary/
Senior Executive VP

87,373 27 Jan 2020 —

Top Owners
% of Shares

Held
% of Fund

Assets
Change

(k) Portfolio Date

Vanguard Total Stock Market Index Fund 2.81 0.14 60 31 Jan 2020
Vanguard US Total Market Shares ETF 2.81 0.14 60 31 Jan 2020
Vanguard 500 Index Fund 2.00 0.16 126 31 Jan 2020
Vanguard Wellingtonâ„¢ Fund 1.72 0.74 967 31 Jan 2020
Utilities Select Sector SPDRÂ® Fund 1.24 4.87 71 31 Jan 2020

Concentrated Holders

Vanguard Market Neutral Fund 0.01 41.44 -31 31 Jan 2020
FidelityÂ® Select Utilities Portfolio 0.29 9.76 — 31 Jan 2020
FidelityÂ® VIP Utilities Portfolio 0.06 9.61 — 31 Jan 2020
MainStay VP Fidelity Ins AM Utilts Pf 0.26 9.52 — 31 Jan 2020
Fidelity AdvisorÂ® Utilities Fund 0.16 9.44 — 31 Jan 2020

Top 5 Buyers
% of Shares

Held
% of Fund

Assets

Shares
Bought/
Sold (k) Portfolio Date

Invesco Advisers, Inc 0.98 6.11 9,385 31 Jan 2020
Pictet Asset Management Ltd 1.42 0.70 7,440 31 Jan 2020
Pictet Asset Management SA (Junked) 1.42 0.70 7,440 31 Jan 2020
Capital Research and Management Company 3.31 3.71 7,341 31 Jan 2020
Capital Research & Mgmt Co - Division 3 1.84 0.33 6,390 31 Jan 2020

Top 5 Sellers

Fidelity Management & Research Company 3.48 41.55 -5,473 31 Jan 2020
J.P. Morgan Investment Management, Inc. 0.40 0.08 -3,827 31 Jan 2020
Fidelity Management and Research Company 3.05 0.18 -3,371 31 Jan 2020
AQR Capital Management LLC 1.86 1.03 -3,361 31 Jan 2020
FMR Inc 3.60 0.20 -3,357 31 Jan 2020

Stewardship 04 Nov 2019

Management & Ownership

Management Activity

Fund Ownership

Institutional Transactions

*Represents the date on which the owner’s name, position, and common shares held were reported by the holder or issuer.

We assign Exelon's management a Standard stewardship
rating. The company has done a notable job reducing its
exposure to commodity markets, which it can't control, and
focusing on business lines where it can control how earnings
develop.

We're particularly impressed by management's ability to
operate its nuclear fleet at world-class levels. We're also
impressed by management's political lobbying success--particularly
in New York, Illinois, and New Jersey--to extend the lives
of its distressed nuclear plants. Management now turns its
attention toward winning subsidies for its plants in
Pennsylvania.

Management has also been able to score legislative wins
that should improve the regulatory environment in Delaware
and Pennsylvania. In Delaware, legislators approved a
distribution customer charge that will allow for more timely
recovery and support further infrastructure development. In
Pennsylvania, legislation will allow state regulators to
incorporate more constructive rate mechanisms, such as
decoupling, formula rates, and multiyear rate plans and rate
cases.

However, our concerns about management stewardship has
increased with ComEd's involvement in the federal
corruption probe related to state senators' conduct and
ComEd's lobbying. The concern was heightened when Anne
Pramaggiore, who before being CEO of all Exelon's utilities
was president of ComEd, abruptly resigned. During her
tenure, she played a key role in lobbying for state regulatory
changes, among them the 2011 smart grid modernization
legislature. We remain concerned about Exelon's exposure
to both political and regulatory damage from the probe.

CEO Chris Crane and board chairman Mayo Shattuck III have
focused growth investment on the regulated utilities,
continuing a strategic shift that former CEO and chairman
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John Rowe made before his departure in 2013. Crane's
biggest move so far is the $12 billion (including debt) Pepco
acquisition, which closed in 2016. This increases Exelon's
share of regulated utilities earnings and dilutes
shareholders' aggregate exposure to wholesale power
markets. Management showed strong conviction in the
value of the deal based on nearly two years of regulatory
negotiations.
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Analyst Notes

Exelon's Illinois Concerns Overshadow Third-Quarter

Earnings  31 Oct 2019

We are reaffirming our $43 fair value estimate and our
narrow moat and stable moat trend ratings for Exelon after
the company announced adjusted third-quarter earnings per
share of $0.92, up from $0.88 per share in the same year-
ago period. Management narrowed 2019 earnings guidance
range to $3.05 to $3.20 from the prior $3.00 to $3.30.

Investor concerns remain about the unknown consequences
of the federal corruption probe into Illinois state senators
and lobbying by Exelon's ComEd utility. The concern was
heightened when Anne Pramaggiore, who before being CEO
of all Exelon's utilities was president of ComEd, abruptly
resigned. During her tenure, she played a key role in lobbying
for key regulatory changes in the state.

We remain concerned about Exelon's exposure to both
political and regulatory damage from the probe, which could
be a setback given the recent improvement in Illinois'
regulatory environment. Additionally, it could threaten
Exelon's ability to achieve state subsides for its four nuclear
generation units currently not receiving nuclear subsidies.

Our other concern remains the company's merchant
generation business. Due to weak forward power prices and
low volatility, Exelon cut its new wholesale business
expectations by $100 million. While we think management
can reach its operating cost savings target to offset the loss
and result in no fair value impact, it highlights Exelon
Generation's difficult operating environment. Management
remains less hedged than at this same point in prior years,
increasing the risk where we see little reprieve from low
power prices.

Exelon's regulated business continues to show
improvements particularly in the Northeast where returns
on equity improved to 9.4% from 9.1% in the second quarter.

Low interest rates pose a headwind to returns in Illinois,
where returns are tied to the 30-year U.S. Treasury rates
that have continued to fall.

Exelon Utilities: Abrupt Executive Departure Turns

Investor Focus to Federal Probe  16 Oct 2019

We are reaffirming our $43 fair value estimate, narrow moat
and stable moat trend ratings, and medium uncertainty for
Exelon after the CEO of its utilities business, Anne
Pramaggiore, abruptly resigned Oct. 15. Replacing
Pramaggiore on an interim basis is Calvin Butler Jr, current
CEO of Exelon subsidiary Baltimore Gas & Electric.

Little information was disclosed as to the reason for the
departure, other than Pramaggiore's resignation was
effective immediately. However, the resignation comes less
than a week after Exelon disclosed that it was the focus of
a federal corruption probe into state senator Martin
Sandoval and had set up a committee of independent
directors to oversee Exelon's dealings with the federal
probe. A prior search warrant noted agents were seeking
information about four Exelon officials, which press reports
included Pramaggiore, relating to but not limited to ComEd's
rate increases.

Before being promoted to her role as CEO of Exelon's utilities
unit, Pramaggiore was the president of Illinois utility ComEd,
which is at the center of the probe. During her tenure, she
played a key role in lobbying for key regulatory changes in
the state, among them the 2011 smart-grid law that
supported nearly $3 billion in grid modernization capital
investments. Pramaggiore's abrupt departure suggests her
resignation was due to her time at ComEd.

Two things concern us about Pramaggiore's departure. First,
Exelon's exposure to both political and regulatory damage
from the federal corruption probe may be higher than
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Analyst Notes

previously believed and could be a huge setback given the
recent improvement in Illinois' regulatory environment. It
also comes at a time when Exelon is working to improve
regulation and returns in the Northeast. Second, we believe
Pramaggiore was the frontrunner to succeed current CEO
Chris Crane, requiring the management team and board to
quickly recalibrate its succession planning.
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Growth (% YoY)
3-Year

Hist. CAGR 2016 2017 2018 2019 2020
5-Year

Proj. CAGR

Revenue 6.9 6.5 6.9 7.3 -8.7 2.7 1.3
EBIT -4.0 -29.4 36.9 -8.5 12.9 -6.6 10.7
EBITDA 6.4 2.8 14.8 2.0 7.2 -2.3 6.4
Net Income 5.3 11.7 2.4 2.1 15.8 -10.4 4.0
Diluted EPS 2.5 7.6 — — 15.6 -10.5 3.8
Earnings Before Interest, after Tax 3.9 -14.4 9.3 19.7 -20.6 -3.6 2.4
Free Cash Flow 60.9 -1,243.2 -100.6 NM -3.0 -49.2 16.8

Profitability
3-Year

Hist. Avg 2016 2017 2018 2019 2020
5-Year

Proj. Avg

Operating Margin % 11.2 9.9 12.7 10.8 13.4 12.2 14.3
EBITDA Margin % 23.2 22.5 24.1 22.9 26.9 25.6 27.4
Net Margin % 7.6 7.9 7.6 7.2 9.2 8.0 8.4
Free Cash Flow Margin % -4.6 -20.5 0.1 6.5 6.9 3.4 7.4
ROIC % 2.1 2.3 1.9 1.9 4.9 4.9 5.5
Adjusted ROIC % 2.2 2.5 2.1 2.1 5.3 5.3 6.0
Return on Assets % 2.0 1.1 3.3 1.7 2.5 2.2 2.4
Return on Equity % 8.2 4.4 13.6 6.6 9.5 8.1 8.6

Leverage
3-Year

Hist. Avg 2016 2017 2018 2019 2020
5-Year

Proj. Avg

Debt/Capital 0.56 0.58 0.54 0.54 0.53 0.52 0.50
Total Debt/EBITDA 4.64 5.10 4.40 4.43 4.13 4.23 3.76
EBITDA/Interest Expense 5.03 4.59 5.18 5.31 6.11 5.57 5.64

2017 2018 2019(E) 2020(E)

Price/Fair Value 1.19 1.13 — —
Price/Earnings 14.7 16.8 15.9 17.8
EV/EBITDA 9.0 9.5 9.5 9.7
EV/EBIT 17.0 20.1 19.0 20.4
Free Cash Flow Yield % -0.3 2.4 4.2 1.3
Dividend Yield % 3.3 3.1 2.9 2.9

Cost of Equity % 9.0
Pre-Tax Cost of Debt % 6.5
Weighted Average Cost of Capital % 7.0
Long-Run Tax Rate % 25.0
Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 50.0
Perpetuity Year 15

USD Mil
Firm Value

(%)
Per Share

Value

Present Value Stage I 10,528 14.0 10.84
Present Value Stage II 17,975 23.9 18.51
Present Value Stage III 46,845 62.2 48.23
Total Firm Value 75,348 100.0 77.57

Cash and Equivalents 1,349 — 1.39
Debt -36,528 — -37.61
Preferred Stock — — —
Other Adjustments 60 — 0.06
Equity Value 40,229 — 41.42

Projected Diluted Shares 971

Fair Value per Share 43.00

Morningstar Analyst Forecasts

ForecastFiscal Year Ends in December

Financial Summary and Forecasts

Valuation Summary and Forecasts

Key Valuation Drivers

Discounted Cash Flow Valuation

Additional estimates and scenarios available for download at http://select.morningstar.com.

      The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
    

(USD)
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2016 2017 2018 2019 2020
Revenue 31,360 33,531 35,985 32,850 33,735

Cost of Goods Sold 12,640 14,035 16,670 13,860 14,745
Gross Profit 18,720 19,496 19,315 18,991 18,989

Selling, General & Administrative Expenses 10,048 10,126 9,337 8,336 8,495
Other Operating Expense (Income) 1,576 1,731 1,783 1,809 1,851
Other Operating Expense (Income) 48 -449 -56 — —
Depreciation & Amortization (if reported separately) 3,936 3,828 4,353 4,443 4,532
Operating Income (ex charges) 3,112 4,260 3,898 4,402 4,112

Restructuring & Other Cash Charges — — — — —
Impairment Charges (if reported separately) — — — — —
Other Non-Cash (Income)/Charges — — — — —
Operating Income (incl charges) 3,112 4,260 3,898 4,402 4,112

Interest Expense 1,536 1,560 1,554 1,448 1,551
Interest Income 389 1,024 -140 850 850
Pre-Tax Income 1,965 3,724 2,204 3,805 3,411

Income Tax Expense 761 -125 120 799 716

Other After-Tax Cash Gains (Losses) — — — — —
Other After-Tax Non-Cash Gains (Losses) — — — — —
(Minority Interest) -62 -62 -74 — —
(Preferred Dividends) -8 -8 — — —
Net Income 1,134 3,779 2,010 3,006 2,695

Weighted Average Diluted Shares Outstanding 927 949 969 971 972
Diluted Earnings Per Share 1.22 3.98 2.07 3.10 2.77

Adjusted Net Income 2,484 2,543 2,597 3,006 2,695
Diluted Earnings Per Share (Adjusted) 2.68 2.68 2.68 3.10 2.77

Dividends Per Common Share 1.26 1.26 1.26 1.41 1.44

EBITDA 8,688 9,687 9,869 8,845 8,644
Adjusted EBITDA 7,048 8,088 8,251 8,845 8,644

Morningstar Analyst Forecasts

Income Statement (USD Mil)
Fiscal Year Ends in December Forecast
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

49.34 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQ

2016 2017 2018 2019 2020

Cash and Equivalents 635 898 1,349 1,433 699
Investments — — — — —
Accounts Receivable 5,359 5,533 5,863 5,670 5,823
Inventory 1,638 1,651 1,685 1,823 1,939
Deferred Tax Assets (Current) — — — — —
Other Short Term Assets 4,780 3,752 4,463 4,000 4,000
Current Assets 12,412 11,834 13,360 12,925 12,461

Net Property Plant, and Equipment 71,555 74,202 76,707 79,839 82,457
Goodwill 6,677 6,677 6,677 6,677 6,677
Other Intangibles — — — — —
Deferred Tax Assets (Long-Term) — — — — —
Other Long-Term Operating Assets 10,046 8,021 8,237 9,000 9,000
Long-Term Non-Operating Assets 14,214 15,966 14,685 14,685 14,685
Total Assets 114,904 116,700 119,666 123,127 125,280

Accounts Payable 3,449 3,537 3,805 3,797 3,838
Short-Term Debt 3,697 3,017 2,063 2,063 2,063
Deferred Tax Liabilities (Current) — — — — —
Other Short-Term Liabilities 6,311 4,242 5,536 6,100 6,100
Current Liabilities 13,457 10,796 11,404 11,960 12,001

Long-Term Debt 32,216 32,565 34,465 34,465 34,465
Deferred Tax Liabilities (Long-Term) 18,138 11,222 11,330 12,000 12,750
Other Long-Term Operating Liabilities 4,187 9,865 9,559 10,500 10,500
Long-Term Non-Operating Liabilities 19,294 20,120 19,838 19,838 19,838
Total Liabilities 87,292 84,568 86,596 88,763 89,554

Preferred Stock — — — — —
Common Stock 18,794 18,964 19,116 19,116 19,116
Additional Paid-in Capital — — — 60 120
Retained Earnings (Deficit) 12,030 13,503 14,766 16,410 17,713
(Treasury Stock) -2,327 -123 -123 -123 -123
Other Equity -2,660 -2,487 -2,995 -2,700 -2,700
Shareholder's Equity 25,837 29,857 30,764 32,763 34,126

Minority Interest 1,775 2,275 2,306 1,600 1,600
Total Equity 27,612 32,132 33,070 34,363 35,726

Morningstar Analyst Forecasts

Balance Sheet  (USD Mil)
Fiscal Year Ends in December Forecast
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

49.34 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQ

2016 2017 2018 2019 2020

Net Income 1,204 3,849 2,084 3,006 2,695

Depreciation 5,576 5,427 5,971 4,443 4,532
Amortization — — — — —
Stock-Based Compensation — — — — —
Impairment of Goodwill — — — — —
Impairment of Other Intangibles — — — — —
Deferred Taxes 664 -361 -106 670 750
Other Non-Cash Adjustments 1,482 380 1,715 — —

(Increase) Decrease in Accounts Receivable -432 -426 -565 193 -153
(Increase) Decrease in Inventory 7 -72 -37 -138 -116
Change in Other Short-Term Assets -827 -927 -969 463 —
Increase (Decrease) in Accounts Payable 771 -390 551 -8 41
Change in Other Short-Term Liabilities — — — 564 —
Cash From Operations 8,445 7,480 8,644 9,193 7,748

(Capital Expenditures) -8,553 -7,584 -7,594 -7,175 -7,150
Net (Acquisitions), Asset Sales, and Disposals -6,934 -208 -154 -400 —
Net Sales (Purchases) of Investments — — — — —
Other Investing Cash Flows -16 -142 -86 178 —
Cash From Investing -15,503 -7,934 -7,834 -7,397 -7,150

Common Stock Issuance (or Repurchase) 55 150 105 60 60
Common Stock (Dividends) -1,166 -1,236 -1,332 -1,361 -1,392
Short-Term Debt Issuance (or Retirement) -575 -340 -213 — —
Long-Term Debt Issuance (or Retirement) 2,780 980 1,329 — —
Other Financing Cash Flows 97 1,163 -108 -706 —
Cash From Financing 1,191 717 -219 -2,007 -1,332

Exchange Rates, Discontinued Ops, etc. (net) — — — 295 —
Net Change in Cash -5,867 263 591 84 -734

Morningstar Analyst Forecasts

Cash Flow  (USD Mil)
Fiscal Year Ends in December Forecast
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

49.34 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQ

Company/Ticker
Price/Fair

Value 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E)

Public Service Enterprise Group Inc 1.13 16.7 17.8 17.0 11.8 11.7 10.8 NM 51.6 670.8 — — — 2.7 2.9 2.7

FirstEnergy Corp FE USA 1.20 14.5 20.1 20.6 9.9 12.5 12.2 NM NM NM — — — 1.7 2.2 2.1

Entergy Corp ETR USA 1.29 11.8 24.9 23.6 11.1 13.7 12.0 NM NM NM — — — 1.5 2.5 2.3

Average 14.3 20.9 20.4 10.9 12.6 11.7 — 51.6 670.8 — — — 2.0 2.5 2.4

Exelon Corp EXC US 1.15 16.8 15.9 17.8 9.5 9.5 9.7 41.6 23.8 80.2 — — — 1.2 1.5 1.4

Company/Ticker
Total Assets

(Mil) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E)
Public Service Enterprise Group Inc — USD 6.7 6.1 6.6 6.7 6.1 6.6 10.2 11.2 11.1 3.3 3.6 3.6 3.5 3.3 3.4

FirstEnergy Corp FE USA 40,063 USD 6.4 7.1 7.2 7.8 8.7 8.7 18.4 19.5 17.5 2.4 3.3 3.1 3.8 3.0 3.1

Entergy Corp ETR USA 48,275 USD 1.5 4.8 4.9 1.5 4.9 4.9 10.1 10.8 10.5 1.8 2.1 2.1 4.2 2.8 2.8

Average 4.9 6.0 6.2 5.3 6.6 6.7 12.9 13.8 13.0 2.5 3.0 2.9 3.8 3.0 3.1

Exelon Corp EXC US 119,666 USD 1.9 4.9 4.9 2.1 5.3 5.3 6.6 9.5 8.1 1.7 2.5 2.2 3.1 2.9 2.9

Company/Ticker
Revenue

(Mil) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E)
Public Service Enterprise Group Inc 9,696 USD 6.7 4.7 5.2 60.8 14.1 9.0 6.5 4.2 5.0 -17.1 -241.4 -51.7 4.7 4.4 4.3

FirstEnergy Corp FE USA 11,261 USD -19.7 15.0 2.3 -3.0 9.7 1.0 -15.9 -1.0 -2.3 -127.1 -123.2 168.9 — 5.6 5.3

Entergy Corp ETR USA 11,009 USD -0.6 -4.9 8.3 -43.8 92.7 13.8 1.5 -27.0 5.2 347.4 -68.7 -74.7 2.3 2.2 2.7

Average -4.5 4.9 5.3 4.7 38.8 7.9 -2.6 -7.9 2.6 67.7 -144.4 14.2 3.5 4.1 4.1

Exelon Corp EXC US 35,985 USD 7.3 -8.7 2.7 -8.5 12.9 -6.6 — 15.6 -10.5 NM -3.0 -49.2 — 11.9 2.1

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Valuation Analysis

Returns Analysis

Growth Analysis

Price/Earnings EV/EBITDA Price/Free Cash Flow Price/Book Price/Sales

ROIC % Adjusted ROIC % Return on Equity % Return on Assets % Dividend Yield %

Revenue Growth % EBIT Growth % EPS Growth % Free Cash Flow Growth % Dividend/Share Growth %

Last Historical Year

Last Historical Year
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

49.34 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQ

Company/Ticker
Net Income

(Mil) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E)
Public Service Enterprise Group Inc 1,582 USD 66.7 68.2 68.3 35.6 38.2 39.3 23.7 25.8 26.8 16.3 16.3 16.3 -10.3 5.6 0.4

FirstEnergy Corp FE USA 1,277 USD 67.6 64.6 64.7 34.5 29.8 29.8 22.2 21.2 20.9 11.3 10.7 10.2 -11.2 -2.3 -1.9

Entergy Corp ETR USA 1,341 USD 65.4 65.0 65.0 27.6 31.3 32.9 9.1 18.4 19.4 12.2 10.0 9.9 -14.1 -21.5 -11.1

Average 66.6 65.9 66.0 32.6 33.1 34.0 18.3 21.8 22.4 13.3 12.3 12.1 -11.9 -6.1 -4.2

Exelon Corp EXC US 2,597 USD 53.7 57.8 56.3 22.9 26.9 25.6 10.8 13.4 12.2 7.2 9.2 8.0 2.9 6.1 1.8

Company/Ticker
Total Debt

(Mil) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E)
Public Service Enterprise Group Inc 15,478 USD 107.7 107.6 105.6 51.8 51.8 51.4 7.3 6.8 7.1 4.5 4.2 4.0 3.2 3.1 3.1

FirstEnergy Corp FE USA 19,504 USD 286.2 281.8 273.7 74.1 73.8 73.2 3.5 3.8 3.7 5.0 5.4 5.6 5.9 5.7 5.5

Entergy Corp ETR USA 18,111 USD 204.8 187.9 193.1 67.2 65.3 65.9 4.3 4.4 4.6 6.0 5.9 5.6 5.5 5.0 5.0

Average 199.6 192.4 190.8 64.4 63.6 63.5 5.0 5.0 5.1 5.2 5.2 5.1 4.9 4.6 4.5

Exelon Corp EXC US 36,528 USD 118.7 111.5 107.0 54.3 52.7 51.7 5.3 6.1 5.6 4.4 4.1 4.2 3.9 3.8 3.7

Company/Ticker
Market Cap

(Mil) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E) 2018 2019(E) 2020(E)

Public Service Enterprise Group Inc 29,241 USD 0.35 1.75 0.90 0.71 0.76 0.68 0.64 0.70 0.62 0.08 0.39 0.20 63.5 57.8 57.4

FirstEnergy Corp FE USA 27,868 USD 0.74 1.20 1.30 0.52 0.64 0.67 0.46 0.56 0.58 0.21 0.43 0.47 72.5 59.4 64.0

Entergy Corp ETR USA 26,459 USD 2.62 1.96 1.49 0.54 0.59 0.59 0.38 0.40 0.38 0.19 0.15 0.12 77.3 68.6 66.9

Average 1.24 1.64 1.23 0.59 0.66 0.65 0.49 0.55 0.53 0.16 0.32 0.26 71.1 61.9 62.8

Exelon Corp EXC US 47,964 USD 1.39 1.48 0.72 1.17 1.08 1.04 1.02 0.93 0.88 0.65 0.69 0.34 66.5 45.5 51.9

Comparable Company Analysis
These companies are chosen by the analyst and the data are shown by nearest calendar year in descending market capitalization order.

Profitability Analysis

Leverage Analysis

Liquidity Analysis

Gross Margin % EBITDA Margin % Operating Margin % Net Margin % Free Cash Flow Margin %

Debt/Equity % Debt/Total Cap % EBITDA/Interest Exp. Total Debt/EBITDA Assets/Equity

Cash per Share Current Ratio Quick Ratio Cash/Short-Term Debt Payout Ratio %

Last Historical Year

Last Historical Year
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

 

Morningstar Research Methodology for Valuing Companies 
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Research Methodology for Valuing Companies 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

 

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  
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General Disclosure
The analysis within this report is prepared by the person(s)
noted in their capacity as an analyst for Morningstar’s equity
research group. The equity research group consists of
various Morningstar, Inc. subsidiaries (“Equity Research
Group)”. In the United States, that subsidiary is Morningstar
Research Services LLC, which is registered with and
governed by the U.S. Securities and Exchange Commission.

The opinions expressed within the report are given in good
faith, are as of the date of the report and are subject to
change without notice. Neither the analyst nor Equity
Research Group commits themselves in advance to whether
and in which intervals updates to the report are expected
to be made. The written analysis and Morningstar Star
Rating for stocks are statements of opinions; they are not
statements of fact.

The Equity Research Group believes its analysts make a
reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources believed
to be reliable such as, for example, the company’s financial
statements filed with a regulator, company website,
Bloomberg and any other the relevant press sources. Only
the information obtained from such sources is made

available to the issuer who is the subject of the analysis,
which is necessary to properly reconcile with the facts.
Should this sharing of information result in considerable
changes, a statement of that fact will be noted within the
report. While the Equity Research Group has obtained data,
statistics and information from sources it believes to be
reliable, neither the Equity Research Group nor Morningstar,
Inc.performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the country
in which the Morningstar distributor is based. Unless stated
otherwise, the original distributor of the report is
Morningstar Research Services LLC, a U.S.A. domiciled
financial institution.

This report is for informational purposes only and has no
regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This
publication is intended to provide information to assist
institutional investors in making their own investment
decisions, not to provide investment advice to any specific
investor. Therefore, investments discussed and recommendations
made herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to the
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suitability of such investments and recommendations in the
light of their own investment objectives, experience,
taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct, complete
or timely. Unless otherwise provided in a separate
agreement, neither Morningstar, Inc. or the Equity Research
Group represents that the report contents meet all of the
presentation and/or disclosure standards applicable in the
jurisdiction the recipient is located.

Except as otherwise required by law or provided for in a
separate agreement, the analyst, Morningstar, Inc. and the
Equity Research Group and their officers, directors and
employees shall not be responsible or liable for any trading
decisions, damages or other losses resulting from, or related
to, the information, data, analyses or opinions within the
report. The Equity Research Group encourages recipients of
this report to read all relevant issue documents (e.g.,
prospectus) pertaining to the security concerned, including
without limitation, information relevant to its investment
objectives, risks, and costs before making an investment
decision and when deemed necessary, to seek the advice
of a legal, tax, and/or accounting professional.

The Report and its contents are not directed to, or intended
for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country
or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or
which would subject Morningstar, Inc. or its affiliates to any
registration or licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between the
English and translated versions of the report, the English
version will control and supersede any ambiguities
associated with any part or section of a report that has been

issued in a foreign language. Neither the analyst,
Morningstar, Inc., or the Equity Research Group guarantees
the accuracy of the translations.

This report may be distributed in certain localities, countries
and/or jurisdictions (“Territories”) by independent third
parties or independent intermediaries and/or distributors
(“Distributors”). Such Distributors are not acting as agents
or representatives of the analyst, Morningstar, Inc. or the
Equity Research Group. In Territories where a Distributor
distributes our report, the Distributor is solely responsible
for complying with all applicable regulations, laws, rules,
circulars, codes and guidelines established by local and/or
regional regulatory bodies, including laws in connection
with the distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to the
security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the security
subject of this investment research report that exceeds
0.5% of the total issued share capital of the security. To
determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.•
Analysts' compensation is derived from Morningstar, Inc.'s
overall earnings and consists of salary, bonus and in some
cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research Group
receives commissions for providing research nor do they
charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research Group is
a market maker or a liquidity provider of the security noted
within this report.

• Neither Morningstar, Inc. or the Equity Research Group
has been a lead manager or co-lead manager over the
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previous 12-months of any publicly disclosed offer of
financial instruments of the issuer.

• Morningstar, Inc.’s investment management group does
have arrangements with financial institutions to provide
portfolio management/investment advice some of which an
analyst may issue investment research reports on. However,
analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them.

• Morningstar, Inc. is a publicly traded company (Ticker
Symbol:  MORN) and thus a financial institution the security
of which is the subject of this report may own more than
5% of Morningstar, Inc.’s total outstanding shares. Please
access Morningstar, Inc.’s proxy statement, “Security
Ownership of Certain Beneficial Owners and Management”
section https: //shareholders.morningstar.com/investor-re
lations/financials/sec-filings/default.aspx

• Morningstar, Inc. may provide the product issuer or its
related entities with services or products for a fee and on
an arms’ length basis including software products and
licenses, research and consulting services, data services,
licenses to republish our ratings and research in their
promotional material, event sponsorship and website
advertising.

Further information on Morningstar, Inc.'s conflict of interest
policies is available from http://global.morningstar.com/e
quitydisclosures. Also, please note analysts are subject to
the CFA Institute’s Code of Ethics and Standards of
Professional Conduct.

For a list of securities which the Equity Research Group
currently covers and provides written analysis on please
contact your local Morningstar office. In addition, for

historical analysis of securities covered, including their fair
value estimate, please contact your local office.

For Recipients in Australia: This Report has been issued and
distributed in Australia by Morningstar Australasia Pty Ltd
(ABN:  95 090 665 544; ASFL:  240892). Morningstar
Australasia Pty Ltd is the provider of the general advice (‘the
Service’) and takes responsibility for the production of this
report. The Service is provided through the research of
investment products. To the extent the Report contains
general advice it has been prepared without reference to
an investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these matters
and, if applicable, the relevant Product Disclosure
Statement before making any decision to invest. Refer to
our Financial Services Guide (FSG) for more information at
http://www.morningstar.com.au/fsg.pdf .

For Recipients in Hong Kong: The Report is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures .

For Recipients in India: This Investment Research is issued
by Morningstar Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
(Registration number INA000001357) and provides
investment advice and research. Morningstar Investment
Adviser India Private Limited has not been the subject of
any disciplinary action by SEBI or any other legal/regulatory
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body. Morningstar Investment Adviser India Private Limited
is a wholly owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment Adviser
India Private Limited has one associate, Morningstar India
Private Limited, which provides data related services,
financial data analysis and software development.

The Research Analyst has not served as an officer, director
or employee of the fund company within the last 12 months,
nor has it or its associates engaged in market making activity
for the fund company.

*The Conflicts of Interest disclosure above also applies to
relatives and associates of Manager Research Analysts in
India # The Conflicts of Interest disclosure above also
applies to associates of Manager Research Analysts in
India. The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers Investment
Research to clients, varies from client to client, and are
detailed in the respective client agreement.

For recipients in Japan: The Report is distributed by Ibbotson
Associates Japan, Inc., which is regulated by Financial
Services Agency. Neither Ibbotson Associates Japan, Inc.,
nor its representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information.

For recipients in Singapore: This Report is distributed by
Morningstar Investment Adviser Singapore Pte Limited,
which is licensed by the Monetary Authority of Singapore
to provide financial advisory services in Singapore. Investors
should consult a financial adviser regarding the suitability
of any investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.
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Business Strategy and Outlook 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 04 November 2019

As the largest nuclear power plant owner in the United
States, Exelon has suffered as low natural gas prices have
slashed power prices since 2008. We think cheap gas will
remain an advantage for competing generators and
pressure nuclear plant returns for the foreseeable future.
But Exelon has shown its political clout recently, winning
subsidies in Illinois, New York, and New Jersey to keep
its nuclear fleet economic. To date, Exelon has secured
over $400 million in annual zero emission credits across
these three states.

Exelon's growth engine is its regulated gas and electric
distribution utilities. With the $12 billion acquisition of
Pepco Holdings in March 2016, we expect Exelon's
regulated electric and gas distribution utilities to drive all
of our earnings growth through 2022. By then, the
regulated utilities' earnings should easily top Exelon's
generation earnings, based on current energy market
conditions.

Returns at Pepco remain weak, but pending rate cases
and regulatory reform should aid returns. Returns at the
unit have improved recently to 9.4%, up 300 basis points
from the prior quarter. Low interest rates pose a headwind
to returns in Illinois, where returns are tied to the 30-year
U.S. Treasury rates.

At its nuclear unit, Exelon can't escape its leverage to
Eastern and Midwestern U.S. power prices, which
contribute about half of total earnings. Nuclear's low fuel
costs and clean emission profile make Exelon the utilities
sector's biggest winner if power prices rise, capacity
markets tighten, and environmental regulations make
fossil-fuel power generation more costly.

Exelon's merchant generation continues to be our main
concern and the reason we value Exelon at a steep
discount to peer regulated utilities. As a result of weak
forward power prices and low volatility, Exelon's
management recently cut its new wholesale business
expectations by $100 million. While we think
management can attain the additional targeted operating

Important Disclosure:
 The conduct of Morningstar’s analysts is governed by Code of Ethics/Code of Conduct Policy, Personal Security Trading Policy (or an equivalent of),
and Investment Research Policy. For information regarding conflicts of interest, please visit  http://global.morningstar.com/equitydisclosures

Exelon Initiates Supportive 2020 Guidance; Increases Capital Investment
Program

Bulls Say 

ONuclear power plants run year-round, produce
electricity at low variable costs, and generate large
energy margins, even with currently depressed
power prices.

OHigher natural gas and coal prices, rising
electricity demand, and environmental regulations
help Exelon more than any other utility because of its
large nuclear fleet.

OExelon's regulated utilities have good growth
opportunities and regulation that can support
earnings and dividend growth.

Bears Say 

OExelon's performance in part is driven by volatile
power prices that fluctuate based on natural gas
prices, coal prices, and regional electricity demand.

OThe Constellation and Pepco acquisitions diluted
Exelon's economic moat by adding more no-moat
retail business.

OMany of Exelon's growth projects come with
regulated or contracted returns, reducing shareholders'
leverage to a rebound in power markets.

Morningstar Pillars Analyst Quantitative

Economic Moat Narrow Narrow
Valuation QQ Overvalued
Uncertainty Medium Medium
Financial Health — Moderate

Current 5-Yr Avg Sector Country

Price/Quant Fair Value 1.05 1.01 0.89 0.83
Price/Earnings 20.3 17.2 14.8 20.1
Forward P/E 15.7 — 13.7 13.9
Price/Cash Flow 6.4 4.8 6.5 13.1
Price/Free Cash Flow 3,903.4 403.0 13.1 19.5
Trailing Dividend Yield% 3.01 3.52 3.68 2.35

savings to offset the loss, it highlights the difficult
operating environment. Management remains less
hedged than at this same point in prior years, increasing
risk.

Analyst Note 
Andrew Bischof, CFA, CPA, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set

Source: Morningstar Equity Research

Source: Morningstar

Undervalued Fairly Valued Overvalued

Quantitative Valuation
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the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.
Regulators also approved a constructive settlement at
utility BGE.

Economic Moat 
Andrew Bischof, Sr. Eq. Analyst, 04 November 2019

Considering Exelon's full suite of businesses, we think the
firm has a narrow economic moat.

Most nuclear generation still has moaty characteristics,
with returns on capital above costs of capital for the
foreseeable future. However, the spread between
long-term returns on capital and Exelon's cost of capital
has shrunk, based on our midcycle outlook for power
prices in the Eastern U.S. Exelon's increasing
diversification into narrow- and no-moat businesses,
together with the shrinking returns at its nuclear
generation business, supports our narrow moat rating.

Nuclear generation's moaty economics are based on two
primary competitive advantages. First, nuclear plants take
more than seven years to site and build, cost several billion
dollars, and typically face community opposition. These
are significant barriers to entry, giving operators an
effective low-cost monopoly in a given region. Exelon's
large fleet gives it scale advantages that allow it to add
capacity at its plants at a fraction of the cost and risk of
a greenfield project. It is unlikely a competitor would be
able to earn sufficient returns on capital by building a
nuclear plant in close proximity to any of Exelon's plants.

Second, no other reliable power generation source can
match the scale of a nuclear plant. Nuclear plants' low
variable costs and low greenhouse gas emissions relative
to competing fossil fuel power generation sources, such
as coal and natural gas. Renewable energy, with
effectively no marginal costs, has depressed wholesale
power prices and hurt Exelon's returns on capital in some
of its regions. We believe this is a market distortion that
fails to recognize the value of Exelon's nuclear fleet
reliability relative to intermittent renewable energy. State

Close Competitors Currency (Mil) Market Cap TTM Sales Operating Margin TTM/PE

Public Service Enterprise Group Inc PEG USD 29,241 10,066 23.24 20.20

FirstEnergy Corp FE USD 27,868 11,072 20.44 30.86

Entergy Corp ETR USD 26,459 10,929 13.15 33.22

policy and legislation particularly in Illinois, New Jersey
and New York have recognized some of that
zero-emissions power from nuclear plants.

We believe Exelon's regulated distribution utilities have
narrow economic moats. Regulatory caps on profits
offsets the service territory monopolies and network
efficient scale advantages. Utility regulation in the U.S.
aims to fix customer rates at levels that ensure capital
providers earn fair returns on their investments while
keeping customer costs as low as possible. We believe
this regulatory compact ensures Exelon's utilities will earn
greater than their costs of capital in the long run.

We believe Exelon's retail supply business has no
economic moat. Retail power and gas markets are highly
competitive with virtually no barriers to entry, switching
costs, or product differentiation. Although customer
relationships can be sticky, retailers mostly end up
competing on price.

Fair Value & Profit Drivers 
Andrew Bischof, Sr. Eq. Analyst, 04 November 2019

We are maintaining our $43 fair value estimate after
Exelon reported third-quarter earnings that were in line
with our expectations.

We expect earnings growth at the regulated utilities to be
in line with 8% rate base growth Our forecasts show
Exelon's regulated utilities contributing about 60% of
consolidated earnings in 2019, a trend we forecast to
continue as Exelon directs cash flow generated by its
nuclear fleet toward its regulated operations. We assume
the regulated utilities earn 10% returns on equity and
increase their rate bases nearly 8% annually on average
in 2019-22. Lower gross margins at the merchant
generation business will negate most of this growth on a
consolidated basis.

On a midcycle basis, we assume a $3 per million Btu
midcycle Henry Hub gas price and modest market heat
rate improvement above current 2020 forwards in all
regions.

At the retail business, we assume 20% long-term
normalized gross margins and volume that grows to 267
terawatt-hours by 2022.

We assume a 9% cost of equity and a 7.0% cost of capital.
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Our cost of equity assumption is in line with the 9% rate
of return that we expect investors to demand of a
diversified equity portfolio. A 2.25% long-term inflation
outlook underpins our capital cost assumptions.

Risk & Uncertainty 
Andrew Bischof, Sr. Eq. Analyst, 04 November 2019

Investors should consider turning their attention away
from power markets and more toward regulatory
developments in Illinois, Pennsylvania, and the
Mid-Atlantic coastal states.

As Exelon's regulated utilities generate a greater share
of earnings, shareholders' returns will be more exposed
to state and federal regulatory risk. Illinois and Maryland
are two historically tough regulatory environments, and
punitive rate decisions could have a material impact on
earnings and growth. However, Exelon has done a solid
job developing good regulatory relationships that mitigate
some of this risk. We expect Exelon will be able to
maintain solid--albeit not spectacular--returns at its
regulated utilities.

Exelon's biggest threat used to be political developments
that would reregulate competitive electricity markets in
the Midwest and Mid-Atlantic. As the nation's largest
wholesale generator and retail supplier, Exelon
Generation's competitive edge requires Eastern U.S.
power markets to remain deregulated. However, Exelon's
political savvy, particularly in Illinois, New York, and New
Jersey, now limits the impact from volatile power markets
on earnings and long-term value. We expect most of the
nuclear fleet is earning returns in the range of what might
be available in a fully regulated scheme.

Exelon still has a net long position in the power markets,
so sharp increases in power prices would result in an
earnings windfall for its generation fleet. This could
reverse the current outlook, leading Exelon to pull back
its lobbying efforts while drawing reregulation rhetoric
from regulators and politicians. Exelon previously suffered
from politically inspired power price caps that limited its
profits for several years following deregulation. We think
the now-mature deregulated markets make this unlikely,
but regulators remain highly involved in power markets,
and any regulatory changes will probably have a material
positive or negative impact on Exelon, given its size.

Stewardship 

Andrew Bischof, Sr. Eq. Analyst, 04 November 2019

We assign Exelon's management a Standard stewardship
rating. The company has done a notable job reducing its
exposure to commodity markets, which it can't control,
and focusing on business lines where it can control how
earnings develop.

We're particularly impressed by management's ability to
operate its nuclear fleet at world-class levels. We're also
impressed by management's political lobbying
success--particularly in New York, Illinois, and New
Jersey--to extend the lives of its distressed nuclear plants.
Management now turns its attention toward winning
subsidies for its plants in Pennsylvania.

Management has also been able to score legislative wins
that should improve the regulatory environment in
Delaware and Pennsylvania. In Delaware, legislators
approved a distribution customer charge that will allow
for more timely recovery and support further infrastructure
development. In Pennsylvania, legislation will allow state
regulators to incorporate more constructive rate
mechanisms, such as decoupling, formula rates, and
multiyear rate plans and rate cases.

However, our concerns about management stewardship
has increased with ComEd's involvement in the federal
corruption probe related to state senators' conduct and
ComEd's lobbying. The concern was heightened when
Anne Pramaggiore, who before being CEO of all Exelon's
utilities was president of ComEd, abruptly resigned.
During her tenure, she played a key role in lobbying for
state regulatory changes, among them the 2011 smart grid
modernization legislature. We remain concerned about
Exelon's exposure to both political and regulatory damage
from the probe.

CEO Chris Crane and board chairman Mayo Shattuck III
have focused growth investment on the regulated utilities,
continuing a strategic shift that former CEO and chairman
John Rowe made before his departure in 2013. Crane's
biggest move so far is the $12 billion (including debt) Pepco
acquisition, which closed in 2016. This increases Exelon's
share of regulated utilities earnings and dilutes
shareholders' aggregate exposure to wholesale power
markets. Management showed strong conviction in the
value of the deal based on nearly two years of regulatory
negotiations.
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Analyst Notes Archive

Exelon Utilities: Abrupt Executive Departure Turns
Investor Focus to Federal Probe
Andrew Bischof, Sr. Eq. Analyst, 16 October 2019

We are reaffirming our $43 fair value estimate, narrow
moat and stable moat trend ratings, and medium
uncertainty for Exelon after the CEO of its utilities
business, Anne Pramaggiore, abruptly resigned Oct. 15.
Replacing Pramaggiore on an interim basis is Calvin Butler
Jr, current CEO of Exelon subsidiary Baltimore Gas &
Electric.

Little information was disclosed as to the reason for the
departure, other than Pramaggiore's resignation was
effective immediately. However, the resignation comes
less than a week after Exelon disclosed that it was the
focus of a federal corruption probe into state senator
Martin Sandoval and had set up a committee of
independent directors to oversee Exelon's dealings with
the federal probe. A prior search warrant noted agents
were seeking information about four Exelon officials,
which press reports included Pramaggiore, relating to but
not limited to ComEd's rate increases.

Before being promoted to her role as CEO of Exelon's
utilities unit, Pramaggiore was the president of Illinois
utility ComEd, which is at the center of the probe. During
her tenure, she played a key role in lobbying for key
regulatory changes in the state, among them the 2011
smart-grid law that supported nearly $3 billion in grid
modernization capital investments. Pramaggiore's abrupt
departure suggests her resignation was due to her time
at ComEd.

Two things concern us about Pramaggiore's departure.
First, Exelon's exposure to both political and regulatory
damage from the federal corruption probe may be higher
than previously believed and could be a huge setback
given the recent improvement in Illinois' regulatory
environment. It also comes at a time when Exelon is
working to improve regulation and returns in the
Northeast. Second, we believe Pramaggiore was the
frontrunner to succeed current CEO Chris Crane, requiring
the management team and board to quickly recalibrate its
succession planning.

Exelon's Illinois Concerns Overshadow Third-

Quarter Earnings
Andrew Bischof, Sr. Eq. Analyst, 31 October 2019

We are reaffirming our $43 fair value estimate and our
narrow moat and stable moat trend ratings for Exelon after
the company announced adjusted third-quarter earnings
per share of $0.92, up from $0.88 per share in the same
year-ago period. Management narrowed 2019 earnings
guidance range to $3.05 to $3.20 from the prior $3.00 to
$3.30.

Investor concerns remain about the unknown
consequences of the federal corruption probe into Illinois
state senators and lobbying by Exelon's ComEd utility. The
concern was heightened when Anne Pramaggiore, who
before being CEO of all Exelon's utilities was president of
ComEd, abruptly resigned. During her tenure, she played
a key role in lobbying for key regulatory changes in the
state.

We remain concerned about Exelon's exposure to both
political and regulatory damage from the probe, which
could be a setback given the recent improvement in Illinois'
regulatory environment. Additionally, it could threaten
Exelon's ability to achieve state subsides for its four
nuclear generation units currently not receiving nuclear
subsidies.

Our other concern remains the company's merchant
generation business. Due to weak forward power prices
and low volatility, Exelon cut its new wholesale business
expectations by $100 million. While we think management
can reach its operating cost savings target to offset the
loss and result in no fair value impact, it highlights Exelon
Generation's difficult operating environment. Management
remains less hedged than at this same point in prior years,
increasing the risk where we see little reprieve from low
power prices.

Exelon's regulated business continues to show
improvements particularly in the Northeast where returns
on equity improved to 9.4% from 9.1% in the second
quarter. Low interest rates pose a headwind to returns in
Illinois, where returns are tied to the 30-year U.S. Treasury
rates that have continued to fall.

Exelon Initiates Supportive 2020 Guidance;
Increases Capital Investment Program
Andrew Bischof, Sr. Eq. Analyst, 11 February 2020

We are reaffirming our $43 fair value estimate and narrow
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moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to
have a material effect on our fair value estimate.

In late December, FERC issued an order requiring the
Mid-Atlantic transmission operator PJM to extend the
Minimum Offer Price Rule to nuclear generation that
receives state subsidies effective for the next PJM
auction. If Illinois and New Jersey are unsuccessful with
their fixed resource requirement proposal, subsidized
nuclear generation in those states would result in higher
offers likely resulting in those units not clearing the
capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the
four Illinois nuclear facilities not receiving state zero
emission credits. Exelon has won nuclear subsidies across
its fleet, but a recent federal corruption probe could hinder
Exelon's efforts in Illinois.

Exelon's regulated utilities continue to operate well, with
a 10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2
billion from Exelon's last plan--supports 7.3% rate base
growth and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set
the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate.
Regulators also approved a constructive settlement at
utility BGE.
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Exelon Corp EXC QQQQ 11 Feb 2020 02:00 UTC
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There is no one analyst in which a Quantitative Fair Value Estimate and Quantitative
Star Rating are attributed to; however, Mr. Lee Davidson, Head of Quantitative
Research for Morningstar, Inc., is responsible for overseeing the methodology that
supports the quantitative fair value. As an employee of Morningstar, Inc., Mr.
Davidson is guided by Morningstar, Inc.’s Code of Ethics and Personal Securities
Trading Policy in carrying out his responsibilities. For information regarding Conflicts
of Interests, visit http://global.morningstar.com/equitydisclosures

Company Profile
Exelon serves more customers than any other U.S. utility, with
10 million power and gas customers at its six regulated
utilities in Illinois, Pennsylvania, Maryland, New Jersey,
Delaware, and Washington, D.C. Exelon owns 14 nuclear
plants and 32 gigawatts of generation capacity throughout
North America.

Quantitative Scores Scores

All Rel Sector Rel Country

Quantitative Moat Narrow 97 94 94
Valuation Overvalued 10 25 16
Quantitative Uncertainty Medium 99 94 97
Financial Health Moderate 79 65 79

Source: Morningstar Equity Research

fUSA

EXC

 Undervalued  Fairly Valued Overvalued 

Valuation
Current 5-Yr Avg

Sector
Median

Country
Median

Price/Quant Fair Value 1.05 1.01 0.89 0.83
Price/Earnings 20.3 17.2 14.8 20.1
Forward P/E 15.7 — 13.7 13.9
Price/Cash Flow 6.4 4.8 6.5 13.1
Price/Free Cash Flow 3,903.4 403.0 13.1 19.5
Trailing Dividend Yield % 3.01 3.52 3.68 2.35
Price/Book 1.5 1.3 1.4 2.4
Price/Sales 1.3 1.1 1.4 2.4

Profitability
Current 5-Yr Avg

Sector
Median

Country
Median

Return on Equity % 7.4 8.2 9.8 12.9
Return on Assets % 1.9 2.1 3.3 5.2
Revenue/Employee (Mil) 1.0 1.0 1.3 0.3

Financial Health
Current 5-Yr Avg

Sector
Median

Country
Median

Distance to Default 0.7 0.6 0.6 0.5
Solvency Score 656.8 — 584.9 552.4
Assets/Equity 3.9 4.0 2.6 1.7
Long-Term Debt/Equity 1.1 1.1 0.7 0.4

Price vs. Quantitative Fair Value

16

32

48

64

80

2016 2017 2018 2019 2020 2021 Quantitative Fair Value Estimate
Total Return
Sales/Share
Forecast Range
Forcasted Price
Dividend
Split

Momentum: Negative
Standard Deviation: 13.27
Liquidity: High

43.42 52-Wk 51.18

25.09 5-Yr 51.18

32.4 14.7 17.9 4.3 6.0 Total Return %
19.9 -6.7 23.0 -26.9 2.0 +/– Market (Morningstar US Index)
3.56 3.32 3.06 3.18 3.01 Trailing Dividend Yield %
3.58 3.32 3.06 3.18 3.17 Forward Dividend Yield %
26.9 17.7 11.7 19.2 20.3 Price/Earnings

1.1 1.1 1.2 1.3 1.3 Price/Revenue

Morningstar RatingQ

Q
QQ
QQQ
QQQQ
QQQQQ

2014 2015 2016 2017 2018 TTM Financials (Fiscal Year in Mil)
27,429 29,447 31,360 33,531 35,985 34,911 Revenue

10.2 7.4 6.5 6.9 7.3 -3.0  % Change

2,390 4,391 3,160 3,811 3,842 4,101 Operating Income
-34.4 83.7 -28.0 20.6 0.8 6.7  % Change
1,623 2,269 1,134 3,770 2,010 2,316 Net Income

4,457 7,616 8,445 7,480 8,644 7,368 Operating Cash Flow
-6,077 -7,624 -8,553 -7,584 -7,594 -7,356 Capital Spending
-1,620 -8 -108 -104 1,050 12 Free Cash Flow

-5.9 0.0 -0.3 -0.3 2.9 0.0  % Sales

1.88 2.54 1.22 3.97 2.07 2.37 EPS
-6.0 35.1 -52.0 225.4 -47.9 14.5  % Change

-0.03 -1.04 0.82 -1.05 0.99 0.01 Free Cash Flow/Share

1.24 1.24 1.26 1.31 1.38 1.43 Dividends/Share
27.44 28.01 28.17 29.18 32.05 32.94 Book Value/Share

920,000 924,000 963,000 968,000 972,109 972,109 Shares Outstanding (K)

Profitability
7.2 9.4 4.4 13.5 6.6 7.4 Return on Equity %
2.0 2.5 1.1 3.3 1.7 1.9 Return on Assets %
5.9 7.7 3.6 11.2 5.6 6.6 Net Margin %

0.33 0.32 0.30 0.29 0.30 0.29 Asset Turnover
3.8 3.7 4.4 3.9 3.9 3.8 Financial Leverage

21.4 27.3 27.7 27.9 27.7 29.1 Gross Margin %
8.7 14.9 10.1 11.4 10.7 11.8 Operating Margin %

20,010 24,286 32,216 32,565 34,465 32,446 Long-Term Debt

22,608 25,793 25,837 29,857 30,764 32,023 Total Equity
0.6 0.5 0.5 0.5 0.5 0.5 Fixed Asset Turns

Growth Per Share
1-Year 3-Year 5-Year 10-Year

Revenue % 7.2 6.9 7.7 6.7
Operating Income % -2.6 -4.4 1.1 -3.2
Earnings % -48.1 -6.6 0.7 -6.6
Dividends % 5.3 3.6 -1.1 -3.8
Book Value % 2.4 4.3 3.7 6.6
Stock Total Return % 4.3 14.4 9.4 3.7

Quarterly Revenue & EPS
Revenue (Mil) Mar Jun Sep Dec Total
2019 9,477.0 7,689.0 8,929.0 — —
2018 9,693.0 8,076.0 9,403.0 8,815.0 35,985.0
2017 8,757.0 7,623.0 8,769.0 8,382.0 33,531.0
2016 7,573.0 6,910.0 9,002.0 7,874.0 31,360.0
Earnings Per Share ()
2019 0.93 0.50 0.79 — —
2018 0.60 0.56 0.76 0.16 2.07
2017 1.07 0.09 0.85 1.94 3.97
2016 0.19 0.29 0.53 0.22 1.22

Revenue Growth Year On Year %

-2.6

6.5

10.7

5.9
7.2

5.2

-2.2
-4.8 -5.0

2017 2018 2019
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

Morningstar Research Methodology for Valuing Companies 
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Research Methodology for Valuing Companies 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  

 

Quantitative Equity Reports Overview 

The quantitative report on equities consists of data, 

statistics and quantitative equity ratings on equity 

securities. Morningstar, Inc.'s quantitative equity ratings are 

forward looking and are generated by a statistical model 

that is based on Morningstar Inc.'s analyst-driven equity 

ratings and quantitative statistics. Given the nature of the 

quantitative report and the quantitative ratings, there is no 

one analyst in which a given report is attributed to; 

however, Mr. Lee Davidson, Head of Quantitative Research 

for Morningstar, Inc., is responsible for overseeing the 

methodology that supports the quantitative equity ratings 

used in this report. As an employee of Morningstar, Inc., 

Mr. Davidson is guided by Morningstar, Inc.'s Code of Ethics 

and Personal Securities Trading Policy in carrying out his 

responsibilities. 

 

Quantitative Equity Ratings 

Morningstar's quantitative equity ratings consist of: 

(i)  Quantitative Fair Value Estimate  

(ii)  Quantitative Star Rating 

(iii)  Quantitative Uncertainty  

(iv)  Quantitative Economic Moat  

(v)  Quantitative Financial Health  

(collectively the "Quantitative Ratings"). 

 

The Quantitative Ratings are calculated daily and derived 

from the analyst-driven ratings of a company's peers as 

determined by statistical algorithms. Morningstar, Inc. 

("“Morningstar," "we," "our") calculates Quantitative 

Ratings for companies whether it already provides analyst 

ratings and qualitative coverage. In some cases, the 

Quantitative Ratings may differ from the analyst ratings 

because a company's analyst-driven ratings can 

significantly differ from other companies in its peer group. 

 

Quantitative Fair Value Estimate: Intended to represent 

Morningstar's estimate of the per share dollar amount that 

a company's equity is worth today. Morningstar calculates 

the quantitative fair value estimate using a statistical model 

derived from the fair value estimate Morningstar's equity 

analysts assign to companies. Please go to 

https://shareholders.morningstar.com for information about 

fair value estimates Morningstar's equity analysts assign to 

companies. 

 

Quantitative Economic Moat: Intended to describe the 

strength of a firm's competitive position. It is calculated 

using an algorithm designed to predict the Economic Moat 

rating a Morningstar analyst would assign to the stock. The 

rating is expressed as Narrow, Wide, or None. 

 

× Narrow: assigned when the probability of a stock 

receiving a "Wide Moat" rating by an analyst is greater 

than 70% but less than 99%.  

× Wide: assigned when the probability of a stock receiving 

a "Wide Moat" rating by an analyst is greater than 99%. 

× None: assigned when the probability of an analyst 

receiving a "Wide Moat" rating by an analyst is less than 

70%. 

 

Quantitative Star Rating: Intended to be the summary 

rating based on the combination of our Quantitative Fair 

Value Estimate, current market price, and the Quantitative 

Uncertainty Rating. The rating is expressed as 1-Star, 2-Star, 

3-Star, 4-Star, and 5-Star. 

 

Q: the stock is overvalued with a reasonable margin of 

safety.  

Log (Quant FVE/Price)<–1*Quantitative Uncertainty 

 

QQ: the stock is somewhat overvalued.  

Log (Quant FVE/Price) between (–1*Quantitative 

Uncertainty, –0.5*Quantitative Uncertainty) 

 

QQQ: the stock is approximately fairly valued.  

Log (Quant FVE/Price) between (–0.5*Quantitative 

Uncertainty, 0.5*Quantitative Uncertainty) 

 

QQQQ: the stock is somewhat undervalued.  

Log (Quant FVE/Price) between (0.5*Quantitative 

Uncertainty, 1*Quantitative Uncertainty) 

 

QQQQQ: the stock is undervalued with a reasonable 

margin of safety. Log (Quant FVE/Price) >1*Quantitative 

Uncertainty 

 

Quantitative Uncertainty: Intended to represent 

Morningstar's level of uncertainty about the accuracy of the 

quantitative fair value estimate. Generally, the lower the 

quantitative Uncertainty, the narrower the potential range 

of outcomes for that particular company. The rating is 

expressed as Low, Medium, High, Very High, and Extreme. 

 

× Low: the interquartile range for possible fair values is less 

than 10%. 

× Medium: the interquartile range for possible fair values is 

less than 15% but greater than 10%. 

× High: the interquartile range for possible fair values is 

less than 35% but greater than 15%. 

× Very High: the interquartile range for possible fair values 

is less than 80% but greater than 35%. 

× Extreme: the interquartile range for possible fair values is 

greater than 80%. 

 

Quantitative Financial Health: Intended to reflect the 

probability that a firm will face financial distress in the near 

future. The calculation uses a predictive model designed to 

anticipate when a company may default on its financial 

obligations. The rating is expressed as Weak, Moderate, 

and Strong. 

 

× Weak: assigned when Quantitative Financial Health <0.2 

× Moderate: assigned when Quantitative Financial Health 

is between 0.2 and 0.7 

× Strong: assigned when Quantitative Financial Health >0.7 
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Research Methodology for Valuing Companies 

 

Other Definitions 

 

Last Close: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security.  

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

This Report has not been made available to the issuer of the 

security prior to publication. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. 

 

The quantitative equity ratings are not statements of fact. 

Morningstar does not guarantee the completeness or 

accuracy of the assumptions or models used in determining 

the quantitative equity ratings. In addition, there is the risk 

that the price target will not be met due to such things as 

unforeseen changes in demand for the company's products, 

changes in management, technology, economic 

development, interest rate development, operating and/or 

material costs, competitive pressure, supervisory law, 

exchange rate, and tax rate. For investments in foreign 

markets there are further risks, generally based on 

exchange rate changes or changes in political and social 

conditions. 

  

A change in the fundamental factors underlying the 

quantitative equity ratings can mean that the valuation is 

subsequently no longer accurate.  

 

For more information about Morningstar's quantitative 

methodology, please visit 

http://global.morningstar.com/equitydisclosures. 
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General Disclosure
The analysis within this report is prepared by the person
(s) noted in their capacity as an analyst for Morningstar’s
equity research group. The equity research group
consists of various Morningstar, Inc. subsidiaries
(“Equity Research Group)”. In the United States, that
subsidiary is Morningstar Research Services LLC, which
is registered with and governed by the U.S. Securities
and Exchange Commission.

The opinions expressed within the report are given in
good faith, are as of the date of the report and are
subject to change without notice. Neither the analyst
nor Equity Research Group commits themselves in
advance to whether and in which intervals updates to
the report are expected to be made. The written analysis
and Morningstar Star Rating for stocks are statements
of opinions; they are not statements of fact.

The Equity Research Group believes its analysts make
a reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources
believed to be reliable such as, for example, the
company’s financial statements filed with a regulator,
company website, Bloomberg and any other the
relevant press sources. Only the information obtained
from such sources is made available to the issuer who
is the subject of the analysis, which is necessary to
properly reconcile with the facts. Should this sharing of
information result in considerable changes, a statement
of that fact will be noted within the report. While the
Equity Research Group has obtained data, statistics and
information from sources it believes to be reliable,
neither the Equity Research Group nor Morningstar, Inc.
performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

General Quantitative Disclosure
The Quantitative Equity Report (“Report”) is derived
from data, statistics and information within
Morningstar, Inc.’s database as of the date of the Report
and is subject to change without notice. The Report is
for informational purposes only, intended for financial
professionals and/or sophisticated investors (“Users”)
and should not be the sole piece of information used by
such Users or their clients in making an investment
decision. The quantitative equity ratings noted the
Report are provided in good faith, are as of the date of

the Report and are subject to change. While
Morningstar has obtained data, statistics and
information from sources it believes to be reliable,
Morningstar does not perform an audit or seeks
independent verification of any of the data, statistics,
and information it receives.

The quantitative equity ratings are not a market call,
and do not replace the User or User’s clients from
conducting their own due-diligence on the security. The
quantitative equity rating is not a suitability
assessment; such assessments take into account may
factors including a person’s investment objective,
personal and financial situation, and risk tolerance all
of which are factors the quantitative equity rating
statistical model does not and did not consider.

Prices noted with the Report are the closing prices on
the last stock-market trading day before the publication
date stated, unless another point in time is explicitly
stated.

General Disclosure (applicable to both Quantitative
and Qualitative Research)
Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the
country in which the Morningstar distributor is based.
Unless stated otherwise, the original distributor of the
report is Morningstar Research Services LLC, a U.S.A.
domiciled financial institution.

This report is for informational purposes only and has
no regard to the specific investment objectives,

financial situation or particular needs of any specific
recipient. This publication is intended to provide
information to assist institutional investors in making
their own investment decisions, not to provide
investment advice to any specific investor. Therefore,
investments discussed and recommendations made
herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to
the suitability of such investments and recommendations
in the light of their own investment objectives,
experience, taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct,
complete or timely. Unless otherwise provided in a
separate agreement, neither Morningstar, Inc. or the
Equity Research Group represents that the report
contents meet all of the presentation and/or disclosure
standards applicable in the jurisdiction the recipient is
located.

Except as otherwise required by law or provided for in
a separate agreement, the analyst, Morningstar, Inc.
and the Equity Research Group and their officers,
directors and employees shall not be responsible or
liable for any trading decisions, damages or other
losses resulting from, or related to, the information,
data, analyses or opinions within the report. The Equity
Research Group encourages recipients of this report to
read all relevant issue documents (e.g., prospectus)
pertaining to the security concerned, including without
limitation, information relevant to its investment
objectives, risks, and costs before making an
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investment decision and when deemed necessary, to
seek the advice of a legal, tax, and/or accounting
professional.

The Report and its contents are not directed to, or
intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be
contrary to law or regulation or which would subject
Morningstar, Inc. or its affiliates to any registration or
licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between
the English and translated versions of the report, the
English version will control and supersede any
ambiguities associated with any part or section of a
report that has been issued in a foreign language.
Neither the analyst, Morningstar, Inc., or the Equity
Research Group guarantees the accuracy of the
translations.

This report may be distributed in certain localities,
countries and/or jurisdictions (“Territories”) by
independent third parties or independent intermediaries
and/or distributors (“Distributors”). Such Distributors
are not acting as agents or representatives of the
analyst, Morningstar, Inc. or the Equity Research Group.
In Territories where a Distributor distributes our report,
the Distributor is solely responsible for complying with
all applicable regulations, laws, rules, circulars, codes
and guidelines established by local and/or regional
regulatory bodies, including laws in connection with the
distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to
the security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the
security subject of this investment research report that
exceeds 0.5% of the total issued share capital of the
security. To determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.

• Analysts' compensation is derived from Morningstar,
Inc.'s overall earnings and consists of salary, bonus and
in some cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research
Group receives commissions for providing research nor
do they charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research
Group is a market maker or a liquidity provider of the
security noted within this report.

• Neither Morningstar, Inc. or the Equity Research
Group has been a lead manager or co-lead manager
over the previous 12-months of any publicly disclosed
offer of financial instruments of the issuer.

• Morningstar, Inc.’s investment management group
does have arrangements with financial institutions to
provide portfolio management/investment advice some
of which an analyst may issue investment research
reports on. However, analysts do not have authority over
Morningstar's investment management group's
business arrangements nor allow employees from the
investment management group to participate or
influence the analysis or opinion prepared by them.

• Morningstar, Inc. is a publically traded company
(Ticker Symbol:  MORN) and thus a financial institution
the security of which is the subject of this report may
own more than 5% of Morningstar, Inc.’s total
outstanding shares. Please access Morningstar, Inc.’s
proxy statement, “Security Ownership of Certain
Beneficial Owners and Management” section https:
//shareholders.morningstar.com/investor-relations/fin
ancials/sec-filings/default.aspx

• Morningstar, Inc.  may provide the product issuer or
its related entities with services or products for a fee
and on an arms’ length basis including software
products and licenses, research and consulting
services, data services, licenses to republish our ratings
and research in their promotional material, event
sponsorship and website advertising.

Further information on Morningstar, Inc.'s conflict of
interest policies is available from http://global.mornin
gstar.com/equitydisclosures. Also, please note analysts
are subject to the CFA Institute’s Code of Ethics and
Standards of Professional Conduct.

For a list of securities which the Equity Research Group

currently covers and provides written analysis on
please contact your local Morningstar office. In
addition, for historical analysis of securities covered,
including their fair value estimate, please contact your
local office.

For Recipients in Australia: This Report has been
issued and distributed in Australia by Morningstar
Australasia Pty Ltd (ABN:  95 090 665 544; ASFL:
240892). Morningstar Australasia Pty Ltd is the provider
of the general advice (‘the Service’) and takes
responsibility for the production of this report. The
Service is provided through the research of investment
products. To the extent the Report contains general
advice it has been prepared without reference to an
investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these
matters and, if applicable, the relevant Product
Disclosure Statement before making any decision to
invest. Refer to our Financial Services Guide (FSG) for
more information at http://www.morningstar.com.au/fsg.pdf
.

For Recipients in Canada: This research is not
prepared subject to Canadian disclosure requirements.

For Recipients in Hong Kong: The Report is
distributed by Morningstar Investment Management
Asia Limited, which is regulated by the Hong Kong
Securities and Futures Commission to provide services
to professional investors only. Neither Morningstar
Investment Management Asia Limited, nor its
representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed
Representative at http://global.morningstar.com/equi
tydisclosures .

For Recipients in India: This Investment Research is
issued by Morningstar Investment Adviser India Private
Limited.  Morningstar Investment Adviser India Private
Limited is registered with the Securities and Exchange
Board of India (Registration number INA000001357)
and provides investment advice and research.
Morningstar Investment Adviser India Private Limited
has not been the subject of any disciplinary action by
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SEBI or any other legal/regulatory body. Morningstar
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For analyst certification and important disclosures, please refer to the Disclosure Appendix.

KeyBanc Capital Markets Inc. | Member FINRA/SIPC

Alert
February 11, 2020

Energy: Electric Utilities
NYSE: EXC

Exelon Corporation
EXC - ALERT: FY19 Beat and 2020 Guidance in Line – FERC/PJM Uncertainty
Overshadows Strength in Regulated Business
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

FY19 was a solid year with overall positive regulatory developments, but ExGen challenges continue. We await
regulatory and legislative progress for further clarity on the future of EXC's story, and remain Sector Weight as the
dust settles.

EXC reported FY results above consensus, guidance, and our forecast: EXC reported consolidated FY19 adjusted EPS of $3.22
vs. our estimate of $3.13, consensus $3.12, and the guidance range of $3.05-$3.20. Earnings drivers for the year included regulatory
rate increases at PECO, BGE, and PHI, which resulted in higher utility earnings. Other tailwinds include higher T&D and energy
efficiency earnings at ComEd as well as favorable weather and O&M expense. These tailwinds were partially offset by lower Generation
earnings due to lower realized energy and capacity prices as well as lower ROEs at ComEd due to declines in the 10-year Treasury
yield during 2019.

Segment highlights are as follows:

● BGE segment EPS came in at $0.37 vs. our forecast of $0.35, which was driven slightly higher from 2018 from rate relief.
● ComEd EPS was $0.71 compared to our estimate of $0.70. Results came in at the low end of the guided range of $0.70-$0.80

driven by lower formula-rate ROEs.
● PECO EPS was $0.55 vs. our estimate of $0.55, which came in at the top end of the guided range of $0.45-$0.55. Segment results

were driven by higher regulatory rate increases, which were partially offset by unfavorable weather throughout its jurisdiction.
● PHI EPS came in at $0.52 compared to our estimate of $0.55. Operating earnings were driven by positive rate increases and

partially offset by various expense increases across the Company.
● ExGen EPS was $1.31 vs. our estimate of $1.19 and above the guided range of $1.20-$1.30. The segment was driven by higher

realized energy prices, lower O&M expense, and tax benefits related to R&D efforts, which were partially offset by lower capacity
prices.

● Parent drag was ($0.23) vs. our estimate of ($0.22).

Guidance Update: Management introduced FY20 adjusted EPS guidance of $3.00-$3.30. The midpoint of $3.15 is slightly above
our FY20 EPS estimate of $3.11 and the consensus estimate of $3.03. The Company also introduced a 1Q20 adjusted EPS range
of $0.85-$0.95, which compares to our estimate of $0.85 and consensus of $0.86. EXC further reiterated its 6-8% earnings growth
rate guidance for its utilities as it rolled forward capex and rate base assumptions to 2023. Lastly, EXC's board approved another 5%
dividend increase in January for the full-year amount of $1.53 from $1.45 in 2019, and management highlighted the need for more
clarity on pending legislation before assessing the future of the dividend.

FERC/PJM – Little incremental here as uncertainty remains high: FERC has no timeline for addressing requests for rehearing
(discussed here), which leaves us looking toward March 18 as the deadline for the PJM compliance filing with the FERC. Separately,
EXC noted on the call an expectation for states (notably Illinois) to continue developing legislation through the year's open session to
address state-specific energy reform, and we expect incremental color on potential bill details by the end of 1H20. As we've previously
stated, we envision that Illinois will ultimately create its own version of capacity market via an FRR mechanism, taking into account
environmental and other attributes in determining capacity pricing. This transition is likely to be a positive for EXC, given that its power
business gross margin outlook is in limbo right now (management continued suspension of ExGen GM guidance), but if Illinois reform
fails to repair the economics of struggling nuclear units, EXC’s longstanding business model would have to evolve.

Utilities perform well – Positive developments in Maryland and D.C., but rates remain a headwind in Illinois: Overall, EXC
utilities registered strong FY19 performance as PHI utilities achieved 9.2% earned ROE, which was 90 bps above 2018 performance,
and consolidated EXC utilities earned a blended overall 10% ROE. In Maryland, the Commission continues to work toward establishing
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a process for multiyear rate plans in the state, which recently proceeded with the prospects of a pilot program, and BGE's recent
rate case outcome will provide rate relief and constructive recovery on above-average ROEs of 9.7% and 9.75% for electric and gas,
respectively. Overall, EXC's utilities remain on track with their investment goals and continue to navigate their respective regulatory
processes fairly smoothly. With the majority of 2019 rate cases concluded, the only outstanding proceeding is PEPCO's D.C. multiyear
request, where the bulk of activity is expected to occur in early 2020 and a final decision in 4Q20. D.C. also recently announced a grid-
mod push that will likely support EXC's capital plan, and we look toward an electric rate design filing within the next 90 days for more
detail. As it relates to ComEd, management highlighted the decrease in the weighted-average treasury rate used in the Company's
formula rates will likely drive a "nickel headwind," and we expect these headwinds to persist as the forward curve remains relatively flat.

Exelon - EXC Quick Alert

February 11, 2020
Sophie Karp
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Valuation: We rate shares of EXC Sector Weight. EXC trades at 16.0x 2021E EPS, which is slightly below peers trading at 16.5x.

Risks: EXC's regulated utilities are exposed to a number of risks, including regulatory risk in its jurisdictions and on the federal
level, weather variations affecting electricity demand and the reliability of its system, interest rate risk affecting its cost of capital, and
macroeconomic risk as underlying economic activity affects demand for electric power and gas. In addition, through its ownership of
merchant power plants, EXC is exposed to risks associated with the fluctuation of wholesale electricity prices in its load zones, as
well as potential changes in future capacity prices in PJM and other ISOs where the Company operates. Should the impacts of any
of these risks be greater than we currently anticipate, the Company and the shares may underperform relative to our expectations.
Conversely, should the impact of any of these risks be less than currently anticipated, the Company and the shares may outperform
relative to our expectations.

Exelon - EXC Quick Alert

February 11, 2020
Sophie Karp
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Important Disclosures
Exelon Corporation - EXC

We expect to receive or intend to seek compensation for investment banking services from Exelon Corporation within the next
three months.
During the past 12 months, Exelon Corporation has been a client of the firm or its affiliates for non-securities related services.
As of the date of this report, we make a market in Exelon Corporation.
Current analyst Sophie Karp assumed coverage on June 4, 2019. Rating and price target activity prior to that date was the work
of a previous analyst.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Three-Year Rating and Price Target History

Rating and Price Target History for: Exelon Corporation (EXC) as of 02-10-2020
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Current analyst Sophie Karp assumed coverage on June 4, 2019. Rating and price target activity prior to that date was the work of a previous analyst.

Created by: BlueMatrix

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 234 43.49 55 23.50

Sector Weight [SW] 291 54.09 46 15.81

Underweight [UW] 13 2.42 3 23.08
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 30 55.56 12 40.00

Sector Weight [SW] 23 42.59 10 43.48

Underweight [UW] 1 1.85 1 100.00
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Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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COMPANY
UPDATE
February 11, 2020

Exelon Corporation (EXC)

Hold
Price Target: $49.00

Prior: $47.00

Price (Feb. 11, 2020) $49.14

52-Wk Range $50.95-$43.82

Market Cap ($M) $47,769

ADTV 4,136,523

Shares Out (M) 972.1

Short Interest Ratio/% Of Float 1.5%

Dividend/Yield $1.53/3.1%

TR to Target 2.8%

Enterprise Value ($M) $86,061.0

Cash And Equivalents
($M)

$1,992.0

Total Debt ($M) $37,955.0
Minority Interest $2,329.0
Debt/Cap 51%
5 Year EPS Growth 5.0%
ROE 9.1%
P/B 1.40x

2019A 2020E 2021E
Curr. Prior Curr. Prior

EPS Adjusted

1Q $0.87 $0.85 $0.85 $0.81 $0.81
2Q $0.60 $0.58 $0.58 $0.56 $0.56
3Q $0.92 $0.89 $0.90 $0.86 $0.86
4Q $0.83 $0.81 $0.72 $0.69 $0.69
CY $3.22 $3.13 $3.05 $2.92 $2.92
P/E 15.3x 15.7x 16.8x

Consensus
CY -- $3.03 $2.96
Revenue ($M)
CY $34,441 $34,645 $35,930 $35,205 $35,890
Operating Margin (%)
CY 14.10% 14.00% 13.70% 13.20% 13.20%
EBITDA ($M)
CY $8,788 $8,929 $8,965 $8,858 $8,928
EV/
EBITDA 9.8x 9.6x 9.7x

  FYE Dec

Ali Agha
212-319-3920
ali.agha@suntrust.com

Nate Svensson
212-319-5883
nate.svensson@suntrust.com

Raising 2020 Estimates And Price
Target

What's Incremental To Our View
Based on revised assumptions, we have raised our 2020 estimate. Factoring
in the latest peer valuations, we have raised our price target to $49 from $47.

IMPORTANT POINTS
• EXC reported 4Q results of $0.83 vs $0.58, above our estimate of $0.77 and

consensus of $0.73. The positive variance (vs our estimate) was primarily
driven by the recognition of R&D tax benefits.

• Looking forward, based on the latest forward commodity curves, updated
hedge disclosures, and revised cost assumptions, we have raised our 2020
estimate to $3.13 from $3.05. Our 2021 estimate remains $2.92.

• On the regulatory / legal front, we are closely tracking developments in
the following areas (which are all interlinked): (1) Investigation into the
company’s lobbying efforts in Illinois – there is no specific date for
resolution; (2) PJM Capacity market reform – we expect more clarity on the
path forward in March, when we expect PJM to respond to FERC’s proposed
market changes; and (3) Illinois Clean Energy legislation - we note that the
legislative session ends on 5/31/20.

• Assuming a P/E multiple of 16.8x (in line with the peer group) on our 2021
estimate of $2.92, we derive our price target of $49. Our current rating is Hold.

• We have included our revised 2020-21 earnings and cash flow models in this
report.

SEE PAGE 4 FOR REQUIRED DISCLOSURE INFORMATION Page 1
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Attachment SDR-ROR-10(e)
345 of 559



    Ali Agha 212-319-3920  ali.agha@suntrust.com

Exelon Corporation (EXC)
Earnings Model, 2015A-2021E

(dollars in millions, except per share)

FY 2021E 2020E 2019A 2018A 2017A 2016A 2015A

Revenues (% change) 

Com Ed 6,015 5,900 5,747 5,882 5,536 5,246 4,905

PECO 3,240 3,175 3,100 3,038 2,870 2,994 3,032

BGE 3,250 3,170 3,106 3,169 3,176 3,233 3,135

PHI 5,000 4,900 4,806 4,805 4,679 3,643

Generation 19,000 18,800 18,927 20,700 18,636 18,304 18,925

Other (1,300) (1,300) (1,245) (1,346) (1,196) (1,515) (760)

Total Revenues 35,205 1.6% 34,645 0.6% 34,441 -5.0% 36,248 7.6% 33,701 5.6% 31,905 9.1% 29,237 4.8%

Operating Income (% sales)

Com Ed 1,240 20.6% 1,150 19.5% 1,171 20.4% 1,146 19.5% 1,325 23.9% 1,200 22.9% 1,026 20.9%

PECO 770 23.8% 700 22.0% 717 23.1% 591 19.5% 664 23.1% 712 23.8% 634 20.9%

BGE 550 16.9% 520 16.4% 537 17.3% 478 15.1% 624 19.6% 555 17.2% 563 18.0%

PHI 825 16.5% 770 15.7% 754 15.7% 683 14.2% 756 16.2% 485 13.3%

Generation 1,335 7.0% 1,809 9.6% 1,768 9.3% 2,017 9.7% 1,637 8.8% 1,969 10.8% 2,033 10.7%

Other (82) (100) (97) 62 (13) (48) (22)

Total Operating Income 4,638 13.2% 4,849 14.0% 4,850 14.1% 4,977 13.7% 4,993 14.8% 4,873 15.3% 4,234 14.5%

Interest Expense, net (1,590) (1,585) (1,578) (1,529) (1,502) (1,383) (1,098)

Other Income (Expense) 435 415 505 513 418 289 276

Pretax income 3,483 3,679 3,777 3,961 3,909 3,779 3,412

Taxes (rate) 592 17.0% 589 16.0% 618 16.4% 720 18.2% 1,441 36.9% 1,299 34.4% 1,165 34.1%

Preferred / Non Controlling Interest 5 5 1 187 (35) (32) 13

Equity Income (Loss) (20) (20) (19) (28) (32) (24) (7)

Net Income (% change) 2,866 -6.5% 3,065 -2.3% 3,139 3.7% 3,026 22.5% 2,471 -0.7% 2,488 11.7% 2,227 7.7%

Shares Outstanding (ful. dil.) 981.0 978.0 974.0 969.0 949.0 927.0 893.0

Operating EPS -- ful. dil. (% change) $2.92 -6.7% $3.13 -2.9% $3.22 3.2% $3.12 19.9% $2.60 -3.0% $2.68 7.8% $2.49 4.2%

Extraordinary Items

Reported GAAP EPS

Regulated Utility (net Parent) EPS $2.09 $1.92 $1.91 $1.74 $1.57 $1.41 $1.09

Generation EPS $0.83 $1.21 $1.31 $1.38 $1.03 $1.27 $1.40

EBITDA 8,858 8,929 8,788 8,777 8,569 8,105 6,684

PECO

Total Electric Retail Sales (millions mwhs) 41.5 41.5 37.3 38.5 37.2 37.9 38.0

Implied Operating Margin ($/MWh) $18.6 $16.9 $19.2 $15.4 $17.8 $18.8 $16.7

Generation

Total Power Sales (millions mwhs) 185.1 185.1 210.6 214.5 213.2 203.0 196.4

Implied Operating Margin ($/mwh) $7.2 $9.8 $8.4 $9.4 $7.7 $9.7 $10.4

Net Income By Segment

Com Ed 740 685 688 664 592 524 432

PECO 540 495 531 463 427 444 380

BGE 385 350 364 316 318 289 277

Generation 816 1,187 1,276 1,343 973 1,181 1,253

PHI 580 540 502 415 338 228

Other (195) (192) (222) (175) (177) (178) (115)

Total 2,866 3,065 3,139 3,026 2,471 2,488 2,227

Note

1) Rate Base - Com Ed: $14.2bn in 2018, $15.3bn in 2019, $16.6bn in 2020, $17.9bn in 2021; PECO: $7.1bn in 2018, $7.8bn in 2019, $8.4bn in 2020, $9.2bn in 2021;  

BGE: $6.3bn in 2018, $6.9bn in 2019, $7.7bn in 2020E, $8.3bn in 2021E; PHI: $10.0bn in 2018, $10.8bn in 2019, $11.5bn in 2020E, $11.9bn in 2021E. 

2) Earned ROE - Com Ed: 10.3% in 2018, 10.0% in 2019, 9.2% in 2020E, 9.2% in 2021E; PECO: 13.0% in 2018, 13.6% in 2019, 11.8% in 2020E, 11.7% in 2021E; 

BGE: 10.2% in 2018, 10.7% in 2019, 9.3% in 2020E, 9.5% in 2021E; PHI: 9.0% in 2018, 10.1% in 2019, 10.2% in 2020E, 10.6% in 2021E. 

3) We assume the Illinois legislature's changes to Com Ed formula rates represent $0.02 of earnings in 2013 and $0.04 of annual earnings from 2014 onwards.  

4) We assume that the DOE nuclear disposal fee is removed from May 2014; represents $0.06 of earnings in 2014 and $0.11 annually thereafter.   

5) We have included the impact of the $1.15bn Equity Units (2.5% interest rate) from mid 2014 and include conversion to equity (33m shares) on 6/1/17.

6) We have factored in the impact of the $6.8bn PHI acquisition from Q2 2016 (including the settlement of the 57.5m share forward equity sale on 7/14/15). 

7) We factor in the New York ZEC payments and the acquisition of the Fitzpatrick plant (838mw, nuclear $110m price) from Q2 2017.  

8) We have factored the IL ZEC payments for Clinton (1069mw) and Quad City (1403mw) from 6/1/17.

9) We estimate annual pre tax income of $315m ($0.26 of EPS) from  NY ZEC payments and  $235m ($0.20 of EPS) from  IL ZEC payments.  

10) We assume retirement of TMI (September 2019), Oyster Creek (4Q 2018), and exit from EGTP (2018 onwards). 

11) We assume following cost reduction targets are met: $75m in 2018, $200m in 2019, $335m in 2020, $180m in 2021.

12) We assume NJ ZECs (representing $75m pre tax or $0.06 of annual EPS) from 2Q 2019 onwards. 

13) We have not factored the buy out of the 49.99% EDF stake in the CENG JV (2004mw); we assume that closes at year end 2021. 

14) Forward curves as of 2/10/20.

Sources: Company reports and SunTrust Robinson Humphrey estimates.  

Exelon Corporation
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Ali Agha 212-319-3920  ali.agha@suntrust.com

Exelon Corporation (EXC)
Cash Flow Model, 2015A-2021E

($ in millions except per share)

2021E 2020E 2019A 2018A 2017A 2016A 2015A

Net income 2,866 3,065 3,139 3,026 2,471 2,488 2,227

Depreciation, depletion, amortization 6,050 5,950 5,780 5,971 5,427 5,576 3,987

Working Capital Change / Other (600) (550) (2,260) (353) (406) 381 1,420

Cash Flow From Operations 8,316 8,465 6,659 8,644 7,492 8,445 7,634

Dividends (1,418) (1,414) (1,408) (1,332) (1,236) (1,166) (1,105)

Capital expenditures (8,125) (8,275) (7,248) (7,594) (7,584) (8,553) (7,624)

Free Cash Flow (1,227) (1,224) (1,997) (282) (1,328) (1,274) (1,095)

Sources: Company reports and SunTrust Robinson Humphrey estimates.  
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Company Description
Exelon, a utility services holding company, operates through its principal subsidiaries: Generation,
ComEd, PECO, and BGE. Generation's business consists of its owned and contracted electric
generating facilities, its wholesale energy marketing operations and its competitive retail supply
operations. ComEd's energy delivery business consists of the purchase and regulated retail sale of
electricity and the provision of distribution and transmission services to retail customers in northern
Illinois, including the City of Chicago. PECO's energy delivery business consists of the purchase
and regulated retail sale of electricity and the provision of transmission and distribution services
to retail customers in southeastern Pennsylvania, including the City of Philadelphia, as well as the
purchase and regulated retail sale of natural gas and the provision of distribution services to retail
customers in the Pennsylvania counties surrounding the City of Philadelphia. BGE is a regulated
electric transmission and distribution utility company and a regulated gas distribution utility company
with a service territory that covers the City of Baltimore and all or part of 10 counties in central Maryland.

Investment Thesis
Current valuation largely reflects regulatory and legal uncertainty in Illinois, limiting upside potential.
We rate the shares Hold.

Valuation and Risks
VALUATION
Assuming a P/E multiple of 16.8x (in line with the peer group) on our 2021 estimate of $2.92, we derive
our price target of $49.

RISKS
• Outlook for forward power prices.
• Positive or negative impact of potential regulatory changes to the PJM market.
• Outcome of investigation in Illinois regarding lobbying activities.

Analyst Certification
I, Ali Agha , hereby certify that the views expressed in this research report accurately reflect my personal
views about the subject company(ies) and its (their) securities. I also certify that I have not been, am
not, and will not be receiving direct or indirect compensation in exchange for expressing the specific
recommendation(s) in this report.

Required Disclosures
SunTrust Robinson Humphrey, Inc. makes a market in the following company: EXC-US

The following company is a client of SunTrust Robinson Humphrey, Inc. for non-securities-related
services within the last 12 months: EXC-US

SunTrust Robinson Humphrey, Inc. or an affiliate has received compensation for non-securities related
services within the last 12 months: EXC-US

Analyst compensation is based upon stock price performance, quality of analysis, communication skills,
and the overall revenue and profitability of the firm, including investment banking revenue.

As a matter of policy and practice, the firm prohibits the offering of favorable research, a specific
research rating or a specific target price as consideration or inducement for the receipt of business or
compensation. In addition, associated persons preparing research reports are prohibited from owning
securities in the subject companies.
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Rating and Price Target History for: Exelon Corporation (EXC-US) as of 02-10-2020

55

50

45
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35

30
Q1 Q2 Q3 2018 Q1 Q2 Q3 2019 Q1 Q2 Q3 2020

04/11/17
BUY:$39

06/14/17
BUY:$40

07/31/17
BUY:$41

10/18/17
BUY:$43

11/13/17
BUY:$44

12/04/17
BUY:$45

01/08/18
BUY:$42

01/09/18
BUY:$43

02/05/18
BUY:$42

02/08/18
BUY:$43

04/11/18
BUY:$44

05/03/18
BUY:$45

07/09/18
BUY:$46

09/11/18
HOLD:$46

09/24/18
HOLD:$45

10/22/18
HOLD:$46

12/03/18
HOLD:$48

12/24/18
HOLD:$46

01/28/19
HOLD:$47

02/11/19
HOLD:$49

02/25/19
HOLD:$50

04/01/19
HOLD:$52

04/04/19
HOLD:$51

04/17/19
HOLD:$49

05/03/19
HOLD:$51

06/03/19
HOLD:$50

06/10/19
HOLD:$52

07/22/19
HOLD:$51

07/29/19
HOLD:$48

08/01/19
HOLD:$46

09/03/19
HOLD:$49

10/07/19
HOLD:$50

10/18/19
HOLD:$46

11/11/19
HOLD:$45

01/21/20
HOLD:$46

02/03/20
HOLD:$47

Created by: BlueMatrix

STRH Ratings System for Equity Securities
Dissemination of Research

SunTrust Robinson Humphrey (STRH) seeks to make all reasonable efforts to provide research reports
simultaneously to all eligible clients. Reports are available as published in the restricted access area of
our website to all eligible clients who have requested a password. Institutional investors, corporates, and
members of the Press may also receive our research via third party vendors including: Thomson Reuters,
Bloomberg, FactSet, and S&P Capital IQ. Additional distribution may be done by sales personnel via
email, fax, or other electronic means, or regular mail.

For access to third party vendors or our Research website: https://suntrustlibrary.bluematrix.com/client/
library.jsp.

Please email the Research Department at mailto:STRHEquityResearchDepartment@suntrust.com or
contact your STRH sales representative.

STRH Rating System for Equity Securities

SunTrust Robinson Humphrey (STRH) rates individual equities using a three-tiered system. Each stock
is rated relative to the broader market (generally the S&P 500) over the next 12-18 months (unless
otherwise indicated).

Buy (B) – the stock’s total return is expected to outperform the S&P 500 or relevant benchmark over the
next 12-18 months (unless otherwise indicated)

Hold (H) – the stock’s total return is expected to perform in line with the S&P 500 or relevant benchmark
over the next 12-18 months (unless otherwise indicated)

Sell (S) – the stock’s total return is expected to underperform the S&P 500 or relevant benchmark over
the next 12-18 months (unless otherwise indicated)

Not Rated (NR) – STRH does not have an investment rating or opinion on the stock

Coverage Suspended (CS) – indicates that STRH’s rating and/or target price have been temporarily
suspended due to applicable regulations and/or STRH Management discretion. The previously published
rating and target price should not be relied upon.

STRH analysts have a price target on the stocks that they cover, unless otherwise indicated. The price
target represents that analyst's expectation of where the stock will trade in the next 12-18 months (unless
otherwise indicated). If an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of STRH
Research Management not to assign a target price; likewise certain stocks that trade under $5 may
exhibit volatility whereby assigning a price target would be unhelpful to making an investment decision.
As such, with Research Management‘s approval, an analyst may refrain from assigning a target to a sub-
$5 stock.

Legend for Rating and Price Target History Charts:
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B = Buy

H = Hold

S = Sell

D = Drop Coverage

CS = Coverage Suspended

NR = Not Rated

I = Initiate Coverage

T = Transfer Coverage

SunTrust Robinson Humphrey ratings distribution (as of 02/11/2020):
Coverage Universe Investment Banking Clients Past 12 Months

Rating Count Percent Rating Count Percent

Buy 428 61.58% Buy 144 33.64%
Hold 258 37.12% Hold 65 25.19%
Sell 9 1.29% Sell 2 22.22%

Other Disclosures
Information contained herein has been derived from sources believed to be reliable but is not guaranteed
as to accuracy and does not purport to be a complete analysis of the security, company or industry
involved. This report is not to be construed as an offer to sell or a solicitation of an offer to buy any
security. SunTrust Robinson Humphrey, Inc. and/or its officers or employees may have positions in
any securities, options, rights or warrants. The firm and/or associated persons may sell to or buy from
customers on a principal basis. Investors may be prohibited in certain states from purchasing some
overthe-counter securities mentioned herein. Opinions expressed are subject to change without notice.

SunTrust Robinson Humphrey, Inc.’s research is provided to and intended for use by Institutional
Accounts as defined in FINRA Rule 4512(c). The term “Institutional Account" shall mean the account of:
(1) a bank, savings and loan association, insurance company or registered investment company; (2) an
investment adviser registered either with the SEC under Section 203 of the Investment Advisers Act or
with a state securities commission (or any agency or office performing like functions); or (3) any other
person (whether a natural person, corporation, partnership, trust or otherwise) with total assets of at least
$50 million.

SunTrust Robinson Humphrey, Inc. is a registered broker-dealer and a member of FINRA and SIPC.
It is a service mark of Truist Financial Corporation. SunTrust Robinson Humphrey, Inc. is owned by
Truist Financial Corporation and affiliated with SunTrust Investment Services, Inc. and BB&T Securities,
LLC. Despite this affiliation, securities recommended, offered, sold by, or held at SunTrust Robinson
Humphrey, Inc., SunTrust Investment Services, Inc. or BB&T Securities, LLC (i) are not insured by the
Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository
institution (including Truist Bank); and (iii) are subject to investment risks, including the possible loss of
the principal amount invested. Truist Bank may have a lending relationship with companies mentioned
herein.

Please see our Disclosure Database to search by ticker or company name for the current required
disclosures, including valuation and risks, Link: https://suntrust.bluematrix.com/sellside/Disclosures.action

Please visit the STRH equity research library for current reports and the analyst roster with contact
information, Link (password protected): STRH RESEARCH LIBRARY

SunTrust Robinson Humphrey, Inc., member FINRA and SIPC. Truist and SunTrust Robinson Humphrey
are service marks of Truist Financial Corporation.

If you no longer wish to receive this type of communication, please request removal by sending an email
to STRHEquityResearchDepartment@SunTrust.com

© SunTrust Robinson Humphrey, Inc. 2020. All rights reserved. Reproduction or quotation in whole or part
without permission is forbidden.
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ADDITIONAL INFORMATION IS AVAILABLE at our website, www.suntrustrh.com, or by writing
to:SunTrust Robinson Humphrey, Research Department, 3333 Peachtree Road N.E., Atlanta, GA
30326-1070
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Last Price Fair Value Uncertainty Economic Moat™ Moat Trend™ Stewardship Industry Group

48.31 USD 43.00 USD Medium Narrow Stable Standard Utilities - Regulated

Exelon Corp EXC (NAS) | QQQ

Market Cap (USD Mil) 46,963

52-Week High (USD) 51.18

52-Week Low (USD) 43.41

52-Week Total Return % 4.3

YTD Total Return % 6.0

Last Fiscal Year End 31 Dec 2018

5-Yr Forward Revenue CAGR % 1.3

5-Yr Forward EPS CAGR % 3.8

Price/Fair Value 1.12

2017 2018 2019(E) 2020(E)

Price/Earnings 14.7 16.8 15.6 17.4
EV/EBITDA 9.0 9.5 9.3 9.6
EV/EBIT 17.0 20.1 18.8 20.1
Free Cash Flow Yield % -0.3 2.4 4.3 1.3
Dividend Yield % 3.3 3.1 2.9 3.0

2017 2018 2019(E) 2020(E)

Revenue 33,531 35,985 32,850 33,735

Revenue YoY % 6.9 7.3 -8.7 2.7

EBIT 4,260 3,898 4,402 4,112

EBIT YoY % 36.9 -8.5 12.9 -6.6

Net Income, Adjusted 2,543 2,597 3,006 2,695

Net Income YoY % 2.4 2.1 15.8 -10.4

Diluted EPS 2.68 2.68 3.10 2.77

Diluted EPS YoY % — — 15.6 -10.5

Free Cash Flow 38 2,338 2,268 1,152

Free Cash Flow YoY % -100.6 NM -3.0 -49.2

Exelon Initiates Supportive 2020 Guidance; Increases Capital
Investment Program

Andrew Bischof, CFA, CPA
Senior Equity Analyst
Morningstar

Important Disclosure

The conduct of Morningstar’s analysts is
governed by Code of Ethics/Code of Conduct
Policy, Personal Security Trading Policy (or
an equivalent of), and Investment Research
Policy. For information regarding conflicts
of interest, visit 

Research as of 11 Feb 2020
Estimates as of 04 Nov 2019
Pricing data through 10 Feb 2020 00:00
Rating updated as of 10 Feb 2020 00:00

Analyst Note 11 Feb 2020

Exelon serves more customers than any other U.S. utility, with 10 million
power and gas customers at its six regulated utilities in Illinois,
Pennsylvania, Maryland, New Jersey, Delaware, and Washington, D.C.
Exelon owns 14 nuclear plants and 32 gigawatts of generation capacity
throughout North America.

Profile

Vital Statistics

Valuation Summary and Forecasts

Financial Summary and Forecasts

The primary analyst covering this company
does not own its stock.

Currency amounts expressed with "$" are in
U.S. dollars (USD) unless otherwise denoted.

Historical/forecast data sources are Morningstar Estimates and may reflect adjustments.

(USD Mil)

Contents

Analyst Note

Morningstar Analyst Forecasts

Methodology for Valuing Companies

Fiscal Year:

Fiscal Year:

http://global.morningstar
.com/equitydisclosures

We are reaffirming our $43 fair value estimate and narrow
moat and stable moat trend ratings for Exelon after the
company announced adjusted full-year earnings per share
of $3.22, up from $3.12 per share in 2018.

Management initiated 2020 earnings guidance range of
$3.00 to $3.30. We plan to increase our 2020 estimate in
line with management's guidance but don't expect it to have
a material effect on our fair value estimate.

In late December, FERC issued an order requiring the Mid-
Atlantic transmission operator PJM to extend the Minimum
Offer Price Rule to nuclear generation that receives state
subsidies effective for the next PJM auction. If Illinois and
New Jersey are unsuccessful with their fixed resource
requirement proposal, subsidized nuclear generation in
those states would result in higher offers likely resulting in
those units not clearing the capacity auction.

We would lower our fair value estimate in this scenario,
with the amount depending on whether a FRR is received
and Exelon's mitigation efforts at the state level.
Additionally, Exelon continues to seek subsidies for the four
Illinois nuclear facilities not receiving state zero emission
credits. Exelon has won nuclear subsidies across its fleet,
but a recent federal corruption probe could hinder Exelon's
efforts in Illinois.

Exelon's regulated utilities continue to operate well, with a
10% consolidated earned return on equity in the fourth
quarter, up 40 basis points from the fourth quarter of 2018.
The utilities' four-year $26 billion capital plan--up $2 billion
from Exelon's last plan--supports 7.3% rate base growth
and utility earnings growth of 6% to 8%.

On the regulatory front, ComEd's formula rate making set

1

3
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the current year allowed return on equity at 8.91%. Low
interest rates pose a headwind to returns in Illinois, where
returns are tied to the 30-year U.S. Treasury rate. Regulators
also approved a constructive settlement at utility BGE.
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Growth (% YoY)
3-Year

Hist. CAGR 2016 2017 2018 2019 2020
5-Year

Proj. CAGR

Revenue 6.9 6.5 6.9 7.3 -8.7 2.7 1.3
EBIT -4.0 -29.4 36.9 -8.5 12.9 -6.6 10.7
EBITDA 6.4 2.8 14.8 2.0 7.2 -2.3 6.4
Net Income 5.3 11.7 2.4 2.1 15.8 -10.4 4.0
Diluted EPS 2.5 7.6 — — 15.6 -10.5 3.8
Earnings Before Interest, after Tax 3.9 -14.4 9.3 19.7 -20.6 -3.6 2.4
Free Cash Flow 60.9 -1,243.2 -100.6 NM -3.0 -49.2 16.8

Profitability
3-Year

Hist. Avg 2016 2017 2018 2019 2020
5-Year

Proj. Avg

Operating Margin % 11.2 9.9 12.7 10.8 13.4 12.2 14.3
EBITDA Margin % 23.2 22.5 24.1 22.9 26.9 25.6 27.4
Net Margin % 7.6 7.9 7.6 7.2 9.2 8.0 8.4
Free Cash Flow Margin % -4.6 -20.5 0.1 6.5 6.9 3.4 7.4
ROIC % 2.1 2.3 1.9 1.9 4.9 4.9 5.5
Adjusted ROIC % 2.2 2.5 2.1 2.1 5.3 5.3 6.0
Return on Assets % 2.0 1.1 3.3 1.7 2.5 2.2 2.4
Return on Equity % 8.2 4.4 13.6 6.6 9.5 8.1 8.6

Leverage
3-Year

Hist. Avg 2016 2017 2018 2019 2020
5-Year

Proj. Avg

Debt/Capital 0.56 0.58 0.54 0.54 0.53 0.52 0.50
Total Debt/EBITDA 4.64 5.10 4.40 4.43 4.13 4.23 3.76
EBITDA/Interest Expense 5.03 4.59 5.18 5.31 6.11 5.57 5.64

2017 2018 2019(E) 2020(E)

Price/Fair Value 1.19 1.13 — —
Price/Earnings 14.7 16.8 15.6 17.4
EV/EBITDA 9.0 9.5 9.3 9.6
EV/EBIT 17.0 20.1 18.8 20.1
Free Cash Flow Yield % -0.3 2.4 4.3 1.3
Dividend Yield % 3.3 3.1 2.9 3.0

Cost of Equity % 9.0
Pre-Tax Cost of Debt % 6.5
Weighted Average Cost of Capital % 7.0
Long-Run Tax Rate % 25.0
Stage II EBI Growth Rate % 4.0
Stage II Investment Rate % 50.0
Perpetuity Year 15

USD Mil
Firm Value

(%)
Per Share

Value

Present Value Stage I 10,528 14.0 10.84
Present Value Stage II 17,975 23.9 18.51
Present Value Stage III 46,845 62.2 48.23
Total Firm Value 75,348 100.0 77.57

Cash and Equivalents 1,349 — 1.39
Debt -36,528 — -37.61
Preferred Stock — — —
Other Adjustments 60 — 0.06
Equity Value 40,229 — 41.42

Projected Diluted Shares 971

Fair Value per Share 43.00

Morningstar Analyst Forecasts

ForecastFiscal Year Ends in December

Financial Summary and Forecasts

Valuation Summary and Forecasts

Key Valuation Drivers

Discounted Cash Flow Valuation

Additional estimates and scenarios available for download at http://select.morningstar.com.

      The data in the table above represent base-case forecasts in the company’s reporting
currency as of the beginning of the current year. Our fair value estimate may differ from the
equity value per share shown above due to our time value of money adjustment and in cases
where probability-weighted scenario analysis is performed.
    

(USD)
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2016 2017 2018 2019 2020
Revenue 31,360 33,531 35,985 32,850 33,735

Cost of Goods Sold 12,640 14,035 16,670 13,860 14,745
Gross Profit 18,720 19,496 19,315 18,991 18,989

Selling, General & Administrative Expenses 10,048 10,126 9,337 8,336 8,495
Other Operating Expense (Income) 1,576 1,731 1,783 1,809 1,851
Other Operating Expense (Income) 48 -449 -56 — —
Depreciation & Amortization (if reported separately) 3,936 3,828 4,353 4,443 4,532
Operating Income (ex charges) 3,112 4,260 3,898 4,402 4,112

Restructuring & Other Cash Charges — — — — —
Impairment Charges (if reported separately) — — — — —
Other Non-Cash (Income)/Charges — — — — —
Operating Income (incl charges) 3,112 4,260 3,898 4,402 4,112

Interest Expense 1,536 1,560 1,554 1,448 1,551
Interest Income 389 1,024 -140 850 850
Pre-Tax Income 1,965 3,724 2,204 3,805 3,411

Income Tax Expense 761 -125 120 799 716

Other After-Tax Cash Gains (Losses) — — — — —
Other After-Tax Non-Cash Gains (Losses) — — — — —
(Minority Interest) -62 -62 -74 — —
(Preferred Dividends) -8 -8 — — —
Net Income 1,134 3,779 2,010 3,006 2,695

Weighted Average Diluted Shares Outstanding 927 949 969 971 972
Diluted Earnings Per Share 1.22 3.98 2.07 3.10 2.77

Adjusted Net Income 2,484 2,543 2,597 3,006 2,695
Diluted Earnings Per Share (Adjusted) 2.68 2.68 2.68 3.10 2.77

Dividends Per Common Share 1.26 1.26 1.26 1.41 1.44

EBITDA 8,688 9,687 9,869 8,845 8,644
Adjusted EBITDA 7,048 8,088 8,251 8,845 8,644

Morningstar Analyst Forecasts

Income Statement (USD Mil)
Fiscal Year Ends in December Forecast
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2016 2017 2018 2019 2020

Cash and Equivalents 635 898 1,349 1,433 699
Investments — — — — —
Accounts Receivable 5,359 5,533 5,863 5,670 5,823
Inventory 1,638 1,651 1,685 1,823 1,939
Deferred Tax Assets (Current) — — — — —
Other Short Term Assets 4,780 3,752 4,463 4,000 4,000
Current Assets 12,412 11,834 13,360 12,925 12,461

Net Property Plant, and Equipment 71,555 74,202 76,707 79,839 82,457
Goodwill 6,677 6,677 6,677 6,677 6,677
Other Intangibles — — — — —
Deferred Tax Assets (Long-Term) — — — — —
Other Long-Term Operating Assets 10,046 8,021 8,237 9,000 9,000
Long-Term Non-Operating Assets 14,214 15,966 14,685 14,685 14,685
Total Assets 114,904 116,700 119,666 123,127 125,280

Accounts Payable 3,449 3,537 3,805 3,797 3,838
Short-Term Debt 3,697 3,017 2,063 2,063 2,063
Deferred Tax Liabilities (Current) — — — — —
Other Short-Term Liabilities 6,311 4,242 5,536 6,100 6,100
Current Liabilities 13,457 10,796 11,404 11,960 12,001

Long-Term Debt 32,216 32,565 34,465 34,465 34,465
Deferred Tax Liabilities (Long-Term) 18,138 11,222 11,330 12,000 12,750
Other Long-Term Operating Liabilities 4,187 9,865 9,559 10,500 10,500
Long-Term Non-Operating Liabilities 19,294 20,120 19,838 19,838 19,838
Total Liabilities 87,292 84,568 86,596 88,763 89,554

Preferred Stock — — — — —
Common Stock 18,794 18,964 19,116 19,116 19,116
Additional Paid-in Capital — — — 60 120
Retained Earnings (Deficit) 12,030 13,503 14,766 16,410 17,713
(Treasury Stock) -2,327 -123 -123 -123 -123
Other Equity -2,660 -2,487 -2,995 -2,700 -2,700
Shareholder's Equity 25,837 29,857 30,764 32,763 34,126

Minority Interest 1,775 2,275 2,306 1,600 1,600
Total Equity 27,612 32,132 33,070 34,363 35,726

Morningstar Analyst Forecasts

Balance Sheet  (USD Mil)
Fiscal Year Ends in December Forecast
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2016 2017 2018 2019 2020

Net Income 1,204 3,849 2,084 3,006 2,695

Depreciation 5,576 5,427 5,971 4,443 4,532
Amortization — — — — —
Stock-Based Compensation — — — — —
Impairment of Goodwill — — — — —
Impairment of Other Intangibles — — — — —
Deferred Taxes 664 -361 -106 670 750
Other Non-Cash Adjustments 1,482 380 1,715 — —

(Increase) Decrease in Accounts Receivable -432 -426 -565 193 -153
(Increase) Decrease in Inventory 7 -72 -37 -138 -116
Change in Other Short-Term Assets -827 -927 -969 463 —
Increase (Decrease) in Accounts Payable 771 -390 551 -8 41
Change in Other Short-Term Liabilities — — — 564 —
Cash From Operations 8,445 7,480 8,644 9,193 7,748

(Capital Expenditures) -8,553 -7,584 -7,594 -7,175 -7,150
Net (Acquisitions), Asset Sales, and Disposals -6,934 -208 -154 -400 —
Net Sales (Purchases) of Investments — — — — —
Other Investing Cash Flows -16 -142 -86 178 —
Cash From Investing -15,503 -7,934 -7,834 -7,397 -7,150

Common Stock Issuance (or Repurchase) 55 150 105 60 60
Common Stock (Dividends) -1,166 -1,236 -1,332 -1,361 -1,392
Short-Term Debt Issuance (or Retirement) -575 -340 -213 — —
Long-Term Debt Issuance (or Retirement) 2,780 980 1,329 — —
Other Financing Cash Flows 97 1,163 -108 -706 —
Cash From Financing 1,191 717 -219 -2,007 -1,332

Exchange Rates, Discontinued Ops, etc. (net) — — — 295 —
Net Change in Cash -5,867 263 591 84 -734

Morningstar Analyst Forecasts

Cash Flow  (USD Mil)
Fiscal Year Ends in December Forecast
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Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not 

only in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation 

of our fair value estimates. An economic moat is a  

structural feature that allows a firm to sustain excess 

profits over a long period of time. We define excess 

economic profits as returns on invested capital (or ROIC) 

over and above our estimate of a firm's cost of capital, 

or weighted average cost of capital (or WACC). Without 

a moat, profits are more susceptible to competition. We 

have identified five sources of economic moats: 

intangible assets, switching costs, network effect, cost 

advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe 

are more likely than not to achieve normalized excess 

returns for at least the next 10 years. Wide-moat 

companies are those in which we have very high 

confidence that excess returns will remain for 10 years, 

with excess returns more likely than not to remain for at 

least 20 years. The longer a firm generates economic 

profits, the higher its intrinsic value. We believe low-

quality no-moat companies will see their normalized 

returns gravitate toward the firm's cost of capital more 

quickly than companies with moats.  

 

To assess the direction of the underlying competitive 

advantages, analysts perform ongoing assessments of 

the moat trend. A firm's moat trend is positive in cases 

where we think its sources of competitive advantage 

are growing stronger; stable where we don't anticipate 

changes to competitive advantages over the next 

several years; or negative when we see signs of 

deterioration. 

 

All the moat and moat trend ratings undergo periodic 

review and any changes must be approved by the 

Morningstar Economic Moat Committee, comprised of 

senior members of Morningstar's equity research 

department. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

 

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

 

Morningstar Research Methodology for Valuing Companies 
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3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

fair value estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall 

economy, product concentration, pricing power, and 

other company-specific factors.  

 

Analysts consider at least two scenarios in addition to 

their base case: a bull case and a bear case. 

Assumptions are chosen such that the analyst believes 

there is a 25% probability that the company will perform 

better than the bull case, and a 25% probability that the 

company will perform worse than the bear case. The 

distance between the bull and bear cases is an 

important indicator of the uncertainty underlying the 

fair value estimate.  

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity 

increases. The more uncertain we are about the 

estimated value of the equity, the greater the discount 

we require relative to our estimate of the value of the 

firm before we would recommend the purchase of the 

shares. In addition, the uncertainty rating provides 

guidance in portfolio construction based on risk 

tolerance. 

 

Our uncertainty ratings for our qualitative analysis are 

low, medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

 

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Stewardship Rating: Represents our assessment of 

management's stewardship of shareholder capital, with 

particular emphasis on capital allocation decisions. Analysts 

consider companies' investment strategy and valuation, 

financial leverage, dividend and share buyback policies, 

execution, compensation, related party transactions, and 

accounting practices. Corporate governance practices are 

only considered if they've had a demonstrated impact on 

shareholder value. Analysts assign one of three ratings: 

"Exemplary," "Standard," and "Poor." Analysts judge 

stewardship from an equity holder's perspective. Ratings 

are determined on an absolute basis. Most companies will 

receive a Standard rating, and this is the default rating in 

the absence of evidence that managers have made 

exceptionally strong or poor capital allocation decisions. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  
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General Disclosure
The analysis within this report is prepared by the person(s)
noted in their capacity as an analyst for Morningstar’s equity
research group. The equity research group consists of
various Morningstar, Inc. subsidiaries (“Equity Research
Group)”. In the United States, that subsidiary is Morningstar
Research Services LLC, which is registered with and
governed by the U.S. Securities and Exchange Commission.

The opinions expressed within the report are given in good
faith, are as of the date of the report and are subject to
change without notice. Neither the analyst nor Equity
Research Group commits themselves in advance to whether
and in which intervals updates to the report are expected
to be made. The written analysis and Morningstar Star
Rating for stocks are statements of opinions; they are not
statements of fact.

The Equity Research Group believes its analysts make a
reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources believed
to be reliable such as, for example, the company’s financial
statements filed with a regulator, company website,
Bloomberg and any other the relevant press sources. Only
the information obtained from such sources is made

available to the issuer who is the subject of the analysis,
which is necessary to properly reconcile with the facts.
Should this sharing of information result in considerable
changes, a statement of that fact will be noted within the
report. While the Equity Research Group has obtained data,
statistics and information from sources it believes to be
reliable, neither the Equity Research Group nor Morningstar,
Inc.performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the country
in which the Morningstar distributor is based. Unless stated
otherwise, the original distributor of the report is
Morningstar Research Services LLC, a U.S.A. domiciled
financial institution.

This report is for informational purposes only and has no
regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This
publication is intended to provide information to assist
institutional investors in making their own investment
decisions, not to provide investment advice to any specific
investor. Therefore, investments discussed and recommendations
made herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to the
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suitability of such investments and recommendations in the
light of their own investment objectives, experience,
taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct, complete
or timely. Unless otherwise provided in a separate
agreement, neither Morningstar, Inc. or the Equity Research
Group represents that the report contents meet all of the
presentation and/or disclosure standards applicable in the
jurisdiction the recipient is located.

Except as otherwise required by law or provided for in a
separate agreement, the analyst, Morningstar, Inc. and the
Equity Research Group and their officers, directors and
employees shall not be responsible or liable for any trading
decisions, damages or other losses resulting from, or related
to, the information, data, analyses or opinions within the
report. The Equity Research Group encourages recipients of
this report to read all relevant issue documents (e.g.,
prospectus) pertaining to the security concerned, including
without limitation, information relevant to its investment
objectives, risks, and costs before making an investment
decision and when deemed necessary, to seek the advice
of a legal, tax, and/or accounting professional.

The Report and its contents are not directed to, or intended
for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country
or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or
which would subject Morningstar, Inc. or its affiliates to any
registration or licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between the
English and translated versions of the report, the English
version will control and supersede any ambiguities
associated with any part or section of a report that has been

issued in a foreign language. Neither the analyst,
Morningstar, Inc., or the Equity Research Group guarantees
the accuracy of the translations.

This report may be distributed in certain localities, countries
and/or jurisdictions (“Territories”) by independent third
parties or independent intermediaries and/or distributors
(“Distributors”). Such Distributors are not acting as agents
or representatives of the analyst, Morningstar, Inc. or the
Equity Research Group. In Territories where a Distributor
distributes our report, the Distributor is solely responsible
for complying with all applicable regulations, laws, rules,
circulars, codes and guidelines established by local and/or
regional regulatory bodies, including laws in connection
with the distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to the
security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the security
subject of this investment research report that exceeds
0.5% of the total issued share capital of the security. To
determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.•
Analysts' compensation is derived from Morningstar, Inc.'s
overall earnings and consists of salary, bonus and in some
cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research Group
receives commissions for providing research nor do they
charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research Group is
a market maker or a liquidity provider of the security noted
within this report.

• Neither Morningstar, Inc. or the Equity Research Group
has been a lead manager or co-lead manager over the
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previous 12-months of any publicly disclosed offer of
financial instruments of the issuer.

• Morningstar, Inc.’s investment management group does
have arrangements with financial institutions to provide
portfolio management/investment advice some of which an
analyst may issue investment research reports on. However,
analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them.

• Morningstar, Inc. is a publicly traded company (Ticker
Symbol:  MORN) and thus a financial institution the security
of which is the subject of this report may own more than
5% of Morningstar, Inc.’s total outstanding shares. Please
access Morningstar, Inc.’s proxy statement, “Security
Ownership of Certain Beneficial Owners and Management”
section https: //shareholders.morningstar.com/investor-re
lations/financials/sec-filings/default.aspx

• Morningstar, Inc. may provide the product issuer or its
related entities with services or products for a fee and on
an arms’ length basis including software products and
licenses, research and consulting services, data services,
licenses to republish our ratings and research in their
promotional material, event sponsorship and website
advertising.

Further information on Morningstar, Inc.'s conflict of interest
policies is available from http://global.morningstar.com/e
quitydisclosures. Also, please note analysts are subject to
the CFA Institute’s Code of Ethics and Standards of
Professional Conduct.

For a list of securities which the Equity Research Group
currently covers and provides written analysis on please
contact your local Morningstar office. In addition, for

historical analysis of securities covered, including their fair
value estimate, please contact your local office.

For Recipients in Australia: This Report has been issued and
distributed in Australia by Morningstar Australasia Pty Ltd
(ABN:  95 090 665 544; ASFL:  240892). Morningstar
Australasia Pty Ltd is the provider of the general advice (‘the
Service’) and takes responsibility for the production of this
report. The Service is provided through the research of
investment products. To the extent the Report contains
general advice it has been prepared without reference to
an investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these matters
and, if applicable, the relevant Product Disclosure
Statement before making any decision to invest. Refer to
our Financial Services Guide (FSG) for more information at
http://www.morningstar.com.au/fsg.pdf .

For Recipients in Hong Kong: The Report is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures .

For Recipients in India: This Investment Research is issued
by Morningstar Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
(Registration number INA000001357) and provides
investment advice and research. Morningstar Investment
Adviser India Private Limited has not been the subject of
any disciplinary action by SEBI or any other legal/regulatory
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body. Morningstar Investment Adviser India Private Limited
is a wholly owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment Adviser
India Private Limited has one associate, Morningstar India
Private Limited, which provides data related services,
financial data analysis and software development.

The Research Analyst has not served as an officer, director
or employee of the fund company within the last 12 months,
nor has it or its associates engaged in market making activity
for the fund company.

*The Conflicts of Interest disclosure above also applies to
relatives and associates of Manager Research Analysts in
India # The Conflicts of Interest disclosure above also
applies to associates of Manager Research Analysts in
India. The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers Investment
Research to clients, varies from client to client, and are
detailed in the respective client agreement.

For recipients in Japan: The Report is distributed by Ibbotson
Associates Japan, Inc., which is regulated by Financial
Services Agency. Neither Ibbotson Associates Japan, Inc.,
nor its representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information.

For recipients in Singapore: This Report is distributed by
Morningstar Investment Adviser Singapore Pte Limited,
which is licensed by the Monetary Authority of Singapore
to provide financial advisory services in Singapore. Investors
should consult a financial adviser regarding the suitability
of any investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.

Page 13

364

Attachment SDR-ROR-10(e)
364 of 559



 
 

Please see page 3 for rating definitions, important disclosures and 
required analyst certifications. All estimates/forecasts are as of 

02/11/20 unless otherwise stated. 02/11/20 13:50:31 ET 
 

Wells Fargo Securities, LLC does and seeks to do business with companies 
covered in its research reports. As a result, investors should be aware that the 

firm may have a conflict of interest that could affect the objectivity of the report 

and investors should consider this report as only a single factor in making their 

investment decision. 

February 11, 2020 | Equity Research 
 

 

 

Research 
Exelon Corporation 

Overweight/$59 
 

Diversified Electric Utilities 

Earnings Estimates Revised Up 
 

EXC: Utilities 6-8% EPS CAGR Extended 
Through ‘23 

 

 

 

 Key Points.  EXC extended Utilities capex and EPS guidance by one 

year through ’23.  As expected, the refresh supports the 6-8% EPS 

guidance CAGR for Utilities/Parent off of the 19A EPS of $1.91.  EXC 

increased Utilities capex guidance during the period ’20-22 by nearly 

$2bn, or 10%, driven by increased reliability spend.  Separately, 

EXC initiated ’20 EPS guidance of $3.00-3.30, which compared with 

our prior estimate of $3.07.  After scrubbing our model, it appears 

that the high majority of the upside to our estimate (mid-point of 

$3.15 vs. $3.07) relates to lower costs at ExGen than we assumed 

(property taxes & depreciation).  As such, we increase our 20E & 

21E EPS to/from $3.15/$3.07 & $3.10/$3.05.  There were no 

meaningful updates to the ongoing FBI/SEC investigations into EXC’s 

IL lobbying activities.  On the policy side, mgmt. expressed concerns 

with the impact of the recent FERC PJM capacity market reform 

order on the company’s nuclear generation fleet.  Core to our 

positive thesis – we continue to believe EXC’s states will implement 

measures to ensure the long-term economic viability of carbon-free 

nuclear power plants.  On that front, we laid out our thoughts on the 

potential for clean energy legislation in IL in a recent note titled 

“Getting up to Speed.”  The note also includes the assumptions 

underlying our sum-of-the-parts analysis.  We reiterate our 

Overweight rating and $59/sh price target. 

 
 

 

 

 $ 2019A 2020E 2021E 

 EPS  Curr.  Prior Curr. Prior 

Q1 (Mar.) 0.87 0.85     NE   

Q2 (June) 0.60 0.58     NE   

Q3 (Sep.) 0.92 0.91     NE   

Q4 (Dec.) 0.83 0.81     NE   

FY 3.22 3.15   3.07 3.10 3.05  

CY 3.22 3.15   3.10  

FY P/EPS 15.2x 15.6x   15.8x  

Rev.(MM) 34,438 26,462   26,719  

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters 
NA = Not Available, NC = No Change, NE = No Estimate, NM = Not Meaningful 
V = Volatile 
non gaap 
      

 
 

 

 Ticker EXC 

 Price Target/Prior: $59/NC 

Price (02/11/2020) $48.97 

52-Week Range: $43-52 

Shares Outstanding: (MM) 972.1 

Market Cap.: (MM) $47,603.7 

S&P 500: 3,367.55 

Avg. Daily Vol.: 5,844,430 

Dividend/Yield: $1.53/3.1% 

LT Debt: (MM) $31,329.0 

LT Debt/Total Cap.: 43.5% 

ROE: 9.0% 

3-5 Yr. Est. Growth Rate: 1.0% 

CY 2020 Est. P/EPS-to-Growth: 15.5x 

Last Reporting Date: 02/11/2019 

 Before Open 

NC = No Change 

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters 
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Senior Analyst|314-875-2051 
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Price Target 

Price Target: $59 from NC 

Our $59/sh price target is premised on a sum-of-the-parts analysis (1) Utilities & Parent value of $50/sh 
(based on the 2020 Mid/Large Cap Regulated Electric P/E median of 23.5X applied to our 2021E of $2.12), 
(2) $13/sh for ExGen using a DCF analysis and (3) -$4/sh to reflect a sum-of-the-parts discount (5-10% 
discount to our Utilities/Parent value). Risks include commodity price sensitivity and lack of ability to gain 
regulatory/policy support for ExGen's economically distressed nuclear fleet. 

Investment Thesis 

Our Overweight rating reflects our belief that shares do not adequately reflect the value of the nuclear 
fleet given potential policy support. 

Company Description 

EXC's business segments include regulated Energy Delivery (ComEd, PECO & PHI) and independent power 

production (Exelon Generation). The Energy Delivery businesses serve 10 million customers across the 
Mid-Atlantic and Midwest.  Exelon Generation owns approximately 32,000 MW of unregulated electric 
generating capacity, primarily located in Illinois and Pennsylvania. The company's 19,000 MW nuclear fleet 
is the largest in the nation. Generation currently accounts for approximately 40% of EXC's overall 
earnings. 
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Required Disclosures 
 

 

 
 

 

 

 

 

 

 

 

Additional Information Available Upon Request 

 

I certify that: 
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or 
issuers discussed; and  
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by me in this research report. 
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 Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from an affiliate of Exelon 

Corporation  in the past 12 months. 

 Wells Fargo Securities, LLC, or any of its affiliates, intends to seek or expects to receive compensation for investment banking 
services from Exelon Corporation in the next three months. 

 Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in 
the next three months from an affiliate of Exelon Corporation 

 Wells Fargo Securities, LLC or its affiliates managed or co managed a public offering of securities for an affiliate of Exelon 
Corporation  within the past 12 months 

 Wells Fargo Securities, LLC maintains a market in the common stock of Exelon Corporation. 

 Wells Fargo Securities, LLC or its affiliates has a significant financial interest in Exelon Corporation. 

 
EXC: Risks include commodity price sensitivity and lack of ability to gain regulatory/policy support for ExGen's economically 
distressed nuclear fleet. 
 
Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. 
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability 
and revenue of the firm, which includes, but is not limited to investment banking revenue. 
 
STOCK RATING 
1=Overweight: Total return on stock expected to be 10%+ over the next 12 months. BUY 
2=Equal Weight: Total return on stock expected to be 0-10% over the next 12 months. HOLD 
3=Underweight: Total return on stock expected to lag the Overweight- and Equal Weight-rated stocks within the analyst's 
coverage universe over the next 12 months. SELL 
 

VOLATILITY RATING 
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the 

analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading. 

 
As of: February 11, 2020  

50% of companies covered by Wells Fargo Securities, LLC Equity 
Research are rated Overweight. 

Wells Fargo Securities, LLC has provided investment banking 
services for 39% of its Equity Research Overweight-rated 
companies. 

40% of companies covered by Wells Fargo Securities, LLC Equity 
Research are rated Equal Weight. 

Wells Fargo Securities, LLC has provided investment banking 
services for 30% of its Equity Research Equal Weight-rated 
companies. 

10% of companies covered by Wells Fargo Securities, LLC Equity 
Research are rated Underweight. 

Wells Fargo Securities, LLC has provided investment banking 
services for 23% of its Equity Research Underweight-rated 
companies. 

  

Important Disclosure for U.S. Clients 
This report was prepared by Wells Fargo Securities Global Research Department (“WFS Research”) personnel associated with  
Wells Fargo Securities and Structured Asset Investors, LLC (“SAI”), an investment adviser subsidiary of Wells Fargo & Co.  If you are 
paying directly for this research, it is being provided by SAI. For all other recipients in the U.S. this report is being provided by  
Wells Fargo Securities. 

Important Disclosure for International Clients 
          

EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain 
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited (“WFSIL”). 
WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Conduct Authority. For the purposes of 
Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this report has been approved by WFSIL, 
an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). The 
FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail clients will therefore not apply, nor will 
the Financial Services Compensation Scheme be available. This report is not intended for, and should not be relied upon by, retail 
clients. 

Australia – Wells Fargo Securities, LLC, Wells Fargo Securities International Limited and Wells Fargo Securities Asia Limited are 
exempt from the requirements to hold an Australian financial services license in respect of the financial services they provide to 
wholesale clients in Australia.  Wells Fargo Securities, LLC is regulated under the laws of the United States,  
Wells Fargo Securities International Limited is regulated under laws of the United Kingdom, and Wells Fargo Securities Asia Limited 
is regulated under the laws of Hong Kong.  All such laws differ from Australian laws.  Any offer or documentation provided to 
Australian recipients by Wells Fargo Securities, LLC, Wells Fargo Securities International Limited or  
Wells Fargo Securities Asia Limited in the course of providing the financial services will be prepared in accordance with the laws of 
the United States, United Kingdom or Hong Kong and not Australian laws. 
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Canada – This report is distributed in Canada by Wells Fargo Securities Canada, Ltd., a registered investment dealer in Canada and 
member of the Investment Industry Regulatory Organization of Canada (IIROC) and Canadian Investor Protection Fund (CIPF). 
Wells Fargo Securities, LLC’s research analysts may participate in company events such as site visits but are generally prohibited 
from accepting payment or reimbursement by the subject companies for associated expenses unless pre-authorized by members of 
Research Management. 

Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong 
incorporated investment firm licensed and regulated by the Securities and Futures Commission to carry on types 1, 4, 6 and 9 
regulated activities (as defined in the Securities and Futures Ordinance (Cap. 571 The Laws of Hong Kong), “the SFO”). This report 
is not intended for, and should not be relied on by, any person other than professional investors (as defined in the SFO). Any 
securities and related financial instruments described herein are not intended for sale, nor will be sold, to any person other than 
professional investors (as defined in the SFO).  The author or authors of this report is or are not licensed by the Securities and 
Futures Commission.  Professional investors who receive this report should direct any queries regarding its contents to Kelly Chiang 
and Mandy Wan at WFSAL (email: wfsalresearch@wellsfargo.com). 

Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance 
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into 
investment advisory or discretionary investment contracts.  This report is intended for distribution only to professional investors 
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers (Ippan Toushika). 

The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan 
(JFSA) but by group companies of JFSA-registered rating agencies.   These group companies may include Moody’s Investors 
Services Inc., Standard & Poor’s Rating Services and/or Fitch Ratings.  Any decisions to invest in securities or transactions should be 
made after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of 
the credit ratings stated on the respective rating agencies’ websites. 
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About Wells Fargo Securities 
Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its 
subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and 
Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA 
and SIPC, Wells Fargo Securities Canada, Ltd., a member of IIROC and CIPF, Wells Fargo Bank, N.A. and  
Wells Fargo Securities International Limited, authorized and regulated by the Financial Conduct Authority. 

This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments 
named or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that 
provided this report to them, if they desire further information or they wish to effect transactions in the securities discussed in this 
report. The information in this report has been obtained or derived from sources believed by Wells Fargo Securities Global Research 
Department (“WFS Research”), to be reliable, but WFS Research does not represent that this information is accurate or complete. 
Any opinions or estimates contained in this report represent the judgment of WFS Research, at this time, and are subject to change 
without notice. Certain text, images, graphics, screenshots and audio or video clips included in this report are protected by copyright 
law and owned by third parties (collectively, “Third Party Content”). Third Party Content is made available to clients by Wells Fargo 
under license or otherwise in accordance with applicable law. Any use or publication of Third Party Content included in this report for 
purposes other than fair use requires permission from the copyright owner. Any external website links included in this publication 
are not maintained, controlled or operated by Wells Fargo Securities. Wells Fargo Securities does not provide the products and 
services on these websites and the views expressed on these websites do not necessarily represent those of Wells Fargo Securities. 
Please review the applicable privacy and security policies and terms and conditions for the website you are visiting. All 
Wells Fargo Securities and SAI research reports published by WFS Research are disseminated and available to all clients 
simultaneously through electronic publication to our internal client websites. Additional distribution may be done by sales personnel 
via email, fax or regular mail. Clients may also receive our research via third party vendors. Not all research content is redistributed 
to our clients or available to third-party aggregators, nor is WFS Research responsible for the redistribution of our research by third 
party aggregators. Equity Strategists focus on investment themes across the equity markets and sectors.  Any discussion within an 
Equity Strategy report of specific securities is not intended to provide a fundamental analysis of any individual company described 
therein.  The information provided in Equity Strategy reports is subject to change without notice, and investors should not expect 
continuing information or additional reports relating to any security described therein. For research or other data available on a 
particular security, please contact your sales representative or go to http://www.wellsfargoresearch.com. For the purposes of the 
U.K. Financial Conduct Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC 
and Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright © 2020  
Wells Fargo Securities, LLC 

 
 
 
 
 

 

 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 
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Exelon Corporation 
2020 Beat on Utility Investment, ExGen Hedges 

EXC 

  
 

Target price (12M, US$) 

50.00 

Outperform Electric Utilities | Research Bulletin 

 

 Reported 4Q19 adj. EPS beat at $0.83 vs CS/consensus $0.68/$0.75 to finish FY19 

at $3.22, above CS/consensus $3.07/$3.13, and above company guidance of $3.05-

$3.20. Major drivers include higher utility earnings from regulatory rate increases at PECO, 

BGE and PHI, plus higher generation earnings, decreased nuclear outage days, and lower 

O&M costs, partially offset by lower capacity prices. Consolidated TTM Q4 ROE 10.0%, 

with PHI at 9.2% and Legacy 10.3% (vs 9.6%, 8.3% and 10.1% a year ago, 

respectively). 

 2020 Guidance introduced at $3.00-$3.30, reflecting growth in utilities offset by lower 

realized energy and capacity revenues. Exelon utilities is projecting 6%-8% EPS growth 

through 2023. For 2020, utilities operating earnings guidance reduced a nickel vs Nov 

guidance to $1.80-$2.10; 2021 is unchanged at $1.95-$2.25; and 2022 is up a nickel to 

$2.20-$2.50. For 2023, initiated at $2.30-$2.60, up 4.2% from 2022. Between the 

segments, management forecasting flattish earnings for BGE, PECO down a nickel, PHI 

up a few cents, ComEd flattish, and few pennies lower for corporate overheard. ExGen 

guidance of $1.20-$1.30 is only a nickel below $1.31 for 2019 despite lower forward 

curves as a result of hedging as described below. 

 Capital expenditures rolled forward to 2020-2023E at ~$26B (up from ~$23B in 

Sep for 2019-2022E), mostly for grid modernization, supporting 7.3% annual rate base 

growth (down from 7.8% in prior plan). ExGen capex forecast for 2020-2021 was also 

reduced by $125M and $75M respectively vs the prior plan for lower fuel and nominal 

growth capital. 

 ExGen hedges completely offset lower 2020 and 2021 Open Gross Margins. OGM 

down $400M and $100m in 2020, 2021 respectively due to declining power prices, but 

offset completely by hedge impact including the execution of $50M Power New Business. 

With a more bullish forward view, ExGen’s hedging program increased to ~6%-9% behind 

ratable for 2020 (from prior 5%-8%) and 3%-6% for 2021 (from ~1%-4%). Projected 

reductions to ExGen O&M are now higher by $50M, down to $4.2B in 2020 and $4.15B 

in 2021, with prior guidance for 2022 (flat with 2021) removed from this latest 

presentation. ExGen’s debt/EBITDA ratio target for 2020 of 2.4x (1.9x excluding non-

recourse) is slightly lower than 2019 at 2.5x. S&P FFO/debt target remains 19-21% vs 

20% in 2019 and 2020.  

 PJM auction impacts. EXC’s presentation highlights stakeholder reactions in Illinois, 

Maryland and NJ that have criticized the FERC MOPR order for its potential impact on clean 

and renewable energy investment. With a bill drop date in the Illinois state legislature coming 

this Friday, we expect advocates of the Clean Energy Jobs Act (CEJA) to likely work with 

changes and amendments to last year’s bill throughout the remainder of February and into 

March as discussion continues.  We continue to expect no real motion on a final proposal 

until after the state primaries on March 17.  At PJM, the 90-day window for a compliance 

filing with FERC ends around March 19, followed by a FERC ruling in 60 days. PJM wants 

11 February 2020 

Equity Research 

Americas | United States 
 

DISCLOSURE APPENDIX AT THE BACK OF THIS REPORT CONTAINS IMPORTANT DISCLOSURES, ANALYST CERTIFICATIONS, 

LEGAL ENTITY DISCLOSURE AND THE STATUS OF NON-US ANALYSTS.  US Disclosure: Credit Suisse does and seeks to do business 

with companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could 
affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.  

 

 

Price (10 Feb 20, US$) 48.31 

52-week price range 50.95 - 43.82 

Market cap (US$ m) 46,858 

Enterprise value (US$ m) 79,045 
 

Research Analysts 

Michael Weinstein, ERP 
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w.weinstein@credit-suisse.com 
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6-7 months to run the auction, suggesting a start in late Nov or Dec, although PJM 

management appears to be sensitive to states (and EXC) that are advocating for a further 

delay into 1Q21 (fossil generators want to start as soon as possible). Delays would give 

Illinois more time to prepare an in-state process with the Illinois Power Authority and avoid 

higher PJM capacity pricing in the next auction. Hence, we are watching PJM for signs of 

sensitivity to state concerns. 

 Ratecase updates. PHI multi-yr electric rate filing from May 2019 has intervenor 

testimony due 3/6 with a final order expected in 4Q. BGE final order approved in Dec for 

9.7% ROE electric and 9.75% ROE gas. ComEd annual formula rate request was 

approved 12/4 with no disallowances at a ROE of 8.9% using 2018 test-year.  

 Call today at 10AM ET: Dial in: 855-982-8076, conference ID: 6137259 

 See our recent reports: 1/17 4Q19 Earnings Preview: Seeking Value in 2020, 12/19 

FERC orders higher PJM Bidding: Ball handed over to States for possible pullout, 12/16 

Outlook – Getting Meaner and Less Defensive, 11/1 Investigating the upside too 
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Companies Mentioned (Price as of 10-Feb-2020) 
Exelon Corporation (EXC.OQ, $48.31, OUTPERFORM, TP $50.0) 
 

Disclosure Appendix 

Analyst Certification  

Michael Weinstein, ERP, Maheep Mandloi and Andres Sheppard each certify, with respect to the companies or securities that the individual 
analyzes, that (1) the views expressed in this report accurately reflect his or her personal views about all of the subject companies and securities 
and (2) no part of his or her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in 
this report. 

3-Year Price and Rating History for Exelon Corporation (EXC.OQ) 

 

EXC.OQ Closing Price Target Price    

Date (US$) (US$) Rating   

23-Apr-17 35.03 40.00 O   

26-May-17 35.82 42.00    

07-Sep-17 38.03 43.00    

23-Jan-18 38.53 42.00    

03-May-18 40.85 45.00    

24-Jul-18 41.65 46.00    

17-Oct-18 42.99 47.00    

06-Nov-18 44.31 48.00    

23-Jan-19 46.87 49.00    

11-Feb-19 47.80 51.00    

18-Apr-19 49.40 52.00    

11-Jun-19 49.21 53.00    

13-Aug-19 45.52 51.00    

18-Oct-19 44.66 50.00    

* Asterisk signifies initiation or assumption of coverage. 

 

 

As of December 10, 2012 Analysts’ stock rating are defined as follows: 

Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months. 
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months. 
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months. 
 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the  analyst's coverage universe 
which consists of all companies covered by the analyst within the relevant sector , with Outperforms representing the most attractive, Neutrals the less attractive, 
and Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as Europea n (excluding Turkey) ratings are 
based on a stock’s total return relative to the analyst's coverage universe which consists of all companies covered by the analyst within th e relevant sector, with 
Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least att ractive investment opportunities. For Latin America, 
Turkey and Asia (excluding Japan and Australia), stock ratings are based on a stock’s total return relative to the average to tal return of the relevant country or 
regional benchmark (India - S&P BSE Sensex Index); prior to 2nd October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return 
potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analys t’s coverage universe. For Australian and 
New Zealand stocks, the expected total return (ETR) calculation includes 12-month rolling dividend yield. An Outperform rating is assigned where an ETR is 
greater than or equal to 7.5%; Underperform where an ETR less than or equal to 5%. A Neutral may be assigned where the ETR is between -5% and 15%. The 
overlapping rating range allows analysts to assign a rating that puts ETR in the context of associated risks. Prior to 18 May  2015, ETR ranges for Outperform and 
Underperform ratings did not overlap with Neutral thresholds between 15% and 7.5%, which was in operation from 7 July 2011.  
Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain 
other circumstances. 
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the 
company at this time. 
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or 
investment view on the equity security of the company or related products. 

Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the 
past 24 months or the analyst expects significant volatility going forward. 

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or 
valuation of the sector* relative to the group’s historic fundamentals and/or valuation: 
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months. 
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months. 
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months. 
 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cov er multiple sectors. 

O UT PERFO RM

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 374

Attachment SDR-ROR-10(e)
374 of 559



11 February 2020  
 

Exelon Corporation 4 
 

1
1
 F

e
b

ru
a
ry

 2
0
2
0

 
 

Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 
Outperform/Buy* 47% (33% banking clients) 

Neutral/Hold* 38% (26% banking clients) 

Underperform/Sell* 13% (22% banking clients) 

Restricted 2%  

*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, a nd Underperform most closely 
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to 
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdin gs, and other individual factors. 

Important Global Disclosures  

Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research 
products may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are 
only made available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s 
preferences regarding the frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the 
overall client relationship with the Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled 
to receive in the most timely manner, please contact your sales representative or go to https://plus.credit-suisse.com .  
Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please 
refer to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-
suisse.com/sites/disclaimers-ib/en/managing-conflicts.html .  
Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone 
to provide tax advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 
Credit Suisse has decided not to enter into business relationships with companies that Credit Suisse has determined to be involved in the 
development, manufacture, or acquisition of anti-personnel mines and cluster munitions. For Credit Suisse's position on the issue, please see  
The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities 

Target Price and Rating 
Valuation Methodology and Risks: (12 months) for Exelon Corporation (EXC.OQ) 

Method: Our $50 target price and Outperform rating for EXC are based on a sum of the parts. To value the utilities we use peer average 2021 
P/E multiples, except for IL where we applied a -1.5x discount. To value the generation business we apply a 7.5x EV/EBITDA multiple 
under our embedded power price scenarios for unhedged ad uncontracted margins, which are calculated after subtracting maintenance 
capex. The values of ZECs and capacity payments are removed from EBITDA estimates and valued separately and we assume 50% 
probability of a loss of IL ZEC revenue due to political risk. We rate EXC Outperform as we forecast its total return to exceed the group 
average. 

Risk:  Risks to our $50 target price and Outperform rating for EXC are 1) regulatory risk--PHI ratecase risk, 2) legislative risk, 3) commodity 
and power and capacity price risk, 4) interest rate risk, 5) derivative risk, 6) load growth risk, 7) weather risk, 8) environmental and 
climate change risk, and 9) physical infrastructure and cybersecurity risk, 10) Ilinois political risk for formula rates and ZEC nuclear 
subsidies. 

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations 
typically used in the target price method and risk sections.  

See the Companies Mentioned section for full company names  
Credit Suisse currently has, or had within the past 12 months, the following as investment banking client(s): EXC.OQ 
Credit Suisse provided investment banking services to the subject company (EXC.OQ) within the past 12 months. 
Credit Suisse has managed or co-managed a public offering of securities for the subject company (EXC.OQ) within the past 12 months. 
Within the past 12 months, Credit Suisse has received compensation for investment banking services from the following issuer(s): EXC.OQ 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (EXC.OQ) within the 
next 3 months. 
Credit Suisse or a member of the Credit Suisse Group is a market maker or liquidity provider in the securities of the following subject issuer(s): 
EXC.OQ 
A member of the Credit Suisse Group is party to an agreement with, or may have provided services set out in sections A and B of Annex I of 
Directive 2014/65/EU of the European Parliament and Council ("MiFID Services") to, the subject issuer (EXC.OQ) within the past 12 months. 
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For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated 
within the past 12 months, please refer to the link: https://rave.credit-suisse.com/disclosures/view/report?i=490355&v=-
1u8dnn9bqgrbqbspb5ospgidv .  

Important Regional Disclosures  

Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report. 
The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit 
Suisse does not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
https://www.credit-suisse.com/sites/disclaimers-ib/en/canada-research-policy.html. 
Investors should note that income from such securities and other financial instruments, if any, may fluctuate and that price or value of such 
securities and instruments may rise or fall and, in some cases, investors may lose their entire principal investment. 
This research report is authored by: 
Credit Suisse Securities (USA) LLC .......................................... Michael Weinstein, ERP ; Maheep Mandloi ; Andres Sheppard 

Important disclosures regarding companies that are the subject of this report are available by calling +1 (877) 291-2683. The same important 
disclosures, with the exception of valuation methodology and risk discussions, are also available on Credit Suisse’s disclosure website at 
https://rave.credit-suisse.com/disclosures . For valuation methodology and risks associated with any recommendation, price target, or rating 
referenced in this report, please refer to the disclosures section of the most recent report regarding the subject company.  
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This report is produced by subsidiaries and affiliates of Credit Suisse operating under its Global Markets Division. For more information on our structure, please use the following link: https://www.credit-suisse.com/who-we-are This report may contain material that is 
not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
which would subject Credit Suisse or its affiliates ("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of the material, nor its content, nor 
any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All trademarks, service marks and logos used in this report are trademarks or service marks or registered 
trademarks or service marks of CS or its affiliates.The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe 
for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. 
The investments and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report 
constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. Please note in particular that the 
bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation as to their accuracy or completeness. CS accepts no liability for 
loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the 
exercise of independent judgment. CS may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions from, the information presented in this report. Those communications reflect the different 
assumptions, views and analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other communications are brought to the attention of any recipient of this report. Some investments referred to in this report will be 
offered solely by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the only market maker in such investments. Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of publication by CS and are subject to change without notice. The price, value 
of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income 
of such securities or financial instruments. Investors in securities such as ADR's, the values of which are influenced by currency volatility, effectively assume this risk. Structured securities are complex instruments, typically involve a high degree of risk and are 
intended for sale only to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, 
spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of 
the product and consult with their own professional advisers as to the risks involved in making such a purchase. Some investments discussed in this report may have a high level of volatility. High volatility investments may experience sudden and large falls in their 
value causing losses when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such circumstances, you may be required to 
pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be 
difficult to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. This report may provide the addresses of, or contain hyperlinks to, websites. Except to 
the extent to which the report refers to website material of CS, CS has not reviewed any such site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS's own website material) is provided 
solely for your convenience and information and the content of any such website does not in any way form part of this document. Accessing such website or following such link through this report or CS's website shall be at your own risk. 

This report is issued and distributed in European Union (except Switzerland): by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is authorised by the Prudential Regulation Authority and regulated by the Financial 
Conduct Authority and the Prudential Regulation Authority. Germany: Credit Suisse (Deutschland) Aktiengesellschaft regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). United States and Canada: Credit Suisse Securities (USA) LLC; 
Switzerland: Credit Suisse AG; Brazil: Banco de Investimentos Credit Suisse (Brasil) S.A or its affiliates; Mexico: Banco Credit Suisse (México), S.A., Institución de Banca Múltiple, Grupo Financiero Credit Suisse (México) and Casa de Bolsa Credit Suisse 
(México), S.A. de C.V., Grupo Financiero Credit Suisse (México) ("Credit Suisse Mexico"). This document has been prepared for information purposes only and is exclusively distributed in Mexico to Institutional Investors. Credit Suisse Mexico is not responsible for 
any onward distribution of this report to non-institutional investors by any third party. The authors of this report have not received payment or compensation from any entity or company other than from the relevant Credit Suisse Group company employing them; 
Japan: by Credit Suisse Securities (Japan) Limited, Financial Instruments Firm, Director-General of Kanto Local Finance Bureau ( Kinsho) No. 66, a member of Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment 
Advisers Association, Type II Financial Instruments Firms Association; Hong Kong: Credit Suisse (Hong Kong) Limited; Australia: Credit Suisse Equities (Australia) Limited; Thailand: Credit Suisse Securities (Thailand) Limited, regulated by the Office of the 
Securities and Exchange Commission, Thailand, having registered address at 990 Abdulrahim Place, 27th Floor, Unit 2701, Rama IV Road, Silom, Bangrak, Bangkok10500, Thailand, Tel. +66 2614 6000; Malaysia: Credit Suisse Securities (Malaysia) Sdn Bhd; 
Singapore: Credit Suisse AG, Singapore Branch; India: Credit Suisse Securities (India) Private Limited (CIN no.U67120MH1996PTC104392) regulated by the Securities and Exchange Board of India as Research Analyst (registration no. INH 000001030) and as 
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Australia: Credit Suisse Securities (Europe) Limited ("CSSEL") and Credit Suisse International ("CSI") are authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority ("FCA") and the Prudential Regulation Authority under 
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Exelon Corp (EXC): Reports 4Q19 adjusted earnings ahead of consensus and RBC, initiates 2020 guidance 

Sentiment Indicator : positive 

Produced by Tucker, Shelby (RBC Capital Markets, LLC) on Tuesday, February 11, 2020, 07:55 AM ET

Disseminated on Tuesday, February 11, 2020, 08:29 AM ET

Our View: We expect EXC to trade ahead of peers today, following a strong quarter (4Q19 results ahead of consensus by 9 cents) and a solid 2020 
guidance range (midpoint of 2020 guidance ahead of consensus by 11 cents). The more than $2 billion upward revision to the 2020-2022E capex 
program and the introduction of 2023E capex should drive further outperformance. On today’s conference call, we expect questions to focus on 
any progress related to the Clean Energy Jobs Act in Illinois. We also expect interest in MOPR, particularly as it relates to what options EXC might 
pursue. Questions may focus too on the EDF put option. On the regulatory front, we will be listening for comments on multiyear plans for 
Maryland and DC and regulatory appetite for alternative rate-making mechanisms across EXC’s jurisdiction. 

Exelon Corp. reported 4Q19 earnings of $0.83 per share, vs. our estimate of $0.79, consensus of $0.74, and 4Q18 adjusted earnings of $0.58 per share. Full-
year 2019 earnings stand at $3.22. 

Initiates robust 2020 guidance. For 2020, EXC expects adjusted earnings of $3.00-$3.30/sh (midpoint of $3.15). This compares to our estimate of $3.06 and 
consensus of $3.04. EXC also introduced 1Q20 adjusted operating earnings guidance of $0.85-$0.95/sh. 

Updates capex program. EXC provided an update and roll-forward of its capex program. The 2020-2023 capex program now stands at $26 billion. Despite the 
greater capex numbers, the rate of growth for rate base is a little lower, at 7.3% ('19-'23) versus 7.8% for 2018-2022. Updated capex numbers from today’s 
release vs. EEI below: 

l 2020E: $6.475 vs. $5.925 
l 2021E: $6.450 vs. $5.750 
l 2022E: $6.550 vs. $5.875 
l 2023E: $6.475 (new estimate) 

Quarterly drivers. 4Q19 drivers below at ExGen. 

l ExGen (+$0.21/sh year-over-year)
¡ Market and portfolio conditions (+$0.10) 
¡ Lower O&M (+$0.09) 
¡ R&D tax benefit (+$0.08) 
¡ Nuclear outages (+$0.05) 
¡ ZEC revenue (+$0.03) 
¡ Capacity pricing (-$0.12) 
¡ Other (-$0.02) 

l Utilities (+$0.02) 
l Corporate (+$0.02) 

No change to ExGen 2020 or 2021 gross margin. 2020E gross margin stands at $7.3 billion; 2021E at $6.9 billion. Weaker power prices were mostly offset 
by hedged positions. 

Conference call today at 10:00 AM ET. The dial-in number is (855) 982-8076 with passcode 6137259. 

Company Name Exchange Ticker Rating Risk Qualifier Price Target Currency Price Price Date

Exelon Corporation NYSE EXC US Outperform Not Assigned 54.00 US Dollar 48.31 11 Feb 2020 07:30:06 ET

RBC Capital Markets, LLC 
Shelby Tucker (Analyst) | (212) 428-6462 | shelby.tucker@rbccm.com 
RBC Capital Markets, LLC 
Wynne Lam (Senior Associate) | (212) 266-4040 | wynne.lam@rbccm.com 
 
Click here for conflict of interest and other disclosures relating to Exelon Corporation, Shelby Tucker These disclosures are also available by sending a written request to 
RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7 or an email to 
rbcinsight@rbccm.com 

 

All rights reserved. This material may not be published, broadcast, rewritten or redistributed in any form. Please click here for legal restrictions and terms of use applicable to this site. Use of this site 

signifies your agreement to the terms of use. 
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Exelon Corp. (EXC, Buy) reported 4Q2019 operating EPS of $0.83 above GS and 

FactSet consensus estimates of $0.62/$0.73 respectively, partially aided by a 
~$0.10 income tax and R&D tax benefit.  

EXC initiated its 2020 EPS guidance of $3.00-$3.30, with the midpoint of $3.15 well 
above consensus of $3.03 and GS of $3.05. We note guidance appears, at the 
segment level, above our forecast at ExGen by $0.15 at the midpoint, while below 
our 2020 views at BGE by $0.06 at the midpoint. For regulated utility segment EPS, 
EXC guided to a long-term growth forecast of 6%-8% while gross margin forecast 
for 2020-21 at Exelon’s Generation segment appeared unchanged.  

Highlights from EXC’s release and results include: 

ComEd, EXC’s largest regulated segment, reported 4Q2019 operating EPS n

of $0.15, above the GS estimate of $0.14 and in line with 4Q2018 EPS of 

$0.15. Among the other regulated subsidiaries, PECO reported EPS of $0.12 vs 
GS at $0.11, BGE at $0.10 vs GS at $0.10, and the PHI utilities reported EPS of 
$0.07 vs GS at $0.05. 

Exelon Generation, reported 4Q2019 ongoing EPS of $0.44, above the GS n

estimate of $0.24 and 4Q2018 of $0.23. We note income tax expense was 
down $0.09 yoy at Generation/Corporate which we believe was largely due to an 
R&D tax benefit. 

We note EXC disclosed an increased in hedged percentages (+7%/+7% for n

2020/2021 to 91%-94%/61%-64%) and kept its generation gross margin 
guidance unchanged at $7.3bn/$6.9bn in 2020/2021— with lower open gross 
margin offset by MtM hedges. 

EXC announced an increase in regulated capital spending from $23bn for n

2019-2022 to $26bn for 2020-2023. The company revised rate base growth 
from a 7.8% CAGR from 2018-2023 to a 7.3% rate base CAGR for 2019-2023. We 
note EXC lowered the 2020 Utility EPS range by $0.05 while increasing the 2022 
range by $0.10.  

Topics to monitor on EXC’s call include (1) an overview of EPS growth versus rate 
base growth at the regulated subsidiaries, (2) management insights on PJM market 
reform and potential impacts to EXC’s nuclear fleet, (3) discussion of FRR options, 

Michael Lapides 
+1(212)357-6307 | 
michael.lapides@gs.com 
Goldman Sachs & Co. LLC 

Insoo Kim, CFA 
+1(212)902-0459 | insoo.kim@gs.com 
Goldman Sachs & Co. LLC 

David Fishman, CFA 
+1(917)343-9030 | 
david.fishman@gs.com 
Goldman Sachs & Co. LLC 

Rebecca Yuan 
+1(212)357-4977 | 
rebecca.yuan@gs.com 
Goldman Sachs & Co. LLC 

Chitra Narayan Mahale 
+1(212)934-9391 | 
chitra.mahale@gs.com 
Goldman Sachs India SPL 

Florence Luna 
+1(801)741-5478 | 
florence.x.luna@gs.com 
Goldman Sachs & Co. LLC

Exelon Corp. (EXC): First Take: EXC beats at 4Q2019, provides guidance 
above consensus

11 February 2020 | 8:37AM EST

 

Goldman Sachs does and seeks to do business with companies covered in its research reports. As a result, 
investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this 
report. Investors should consider this report as only a single factor in making their investment decision. For Reg AC 
certification and other important disclosures, see the Disclosure Appendix, or go to 
www.gs.com/research/hedge.html. Analysts employed by non-US affiliates are not registered/qualified as research 
analysts with FINRA in the U.S. 

2a
eb

9e
8b

17
46

44
99

8c
73

03
f5

a9
89

d9
53

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 379

Attachment SDR-ROR-10(e)
379 of 559

mailto:michael.lapides@gs.com?subject=First%20Take%3A%20EXC%20beats%20at%204Q2019%2C%20provides%20guidance%20above%20consensus
mailto:insoo.kim@gs.com?subject=First%20Take%3A%20EXC%20beats%20at%204Q2019%2C%20provides%20guidance%20above%20consensus
mailto:david.fishman@gs.com?subject=First%20Take%3A%20EXC%20beats%20at%204Q2019%2C%20provides%20guidance%20above%20consensus
mailto:rebecca.yuan@gs.com?subject=First%20Take%3A%20EXC%20beats%20at%204Q2019%2C%20provides%20guidance%20above%20consensus
mailto:chitra.mahale@gs.com?subject=First%20Take%3A%20EXC%20beats%20at%204Q2019%2C%20provides%20guidance%20above%20consensus
mailto:florence.x.luna@gs.com?subject=First%20Take%3A%20EXC%20beats%20at%204Q2019%2C%20provides%20guidance%20above%20consensus
https://research.gs.com/
https://www.gs.com/research/hedge.html


and (4) updates on cost management efforts at ExGen. 

We remain Buy rated on EXC with a $58, 12-month target price, derived using a 
sum-of-the-parts analysis. Key risks for EXC include power prices, regulation, cost 
management, and nuclear subsidies.  

 

 

 
Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 10 Feb 2020 close.

EXC 12m	Price	Target:	$58.00 Price:	$48.31 Upside:	20.1%

 

Buy  
 

GS Forecast
 

Market	cap:	$47.0bn

Enterprise	value:	$85.7bn

3m	ADTV:	$283.7mn

United	States

America-Diversified	Utilities

M&A	Rank:	3

 

12/18 12/19E 12/20E 12/21E

Revenue	($	mn) 35,986.0 32,530.3 26,375.2 26,724.6

EBITDA	($	mn) 8,193.0 8,637.6 8,902.8 9,095.7

EBIT	($	mn) 3,841.0 4,462.0 5,108.3 5,180.7

EPS	($) 3.12 3.01 3.05 3.10

P/E	(X) 13.3 16.1 15.8 15.6

EV/EBITDA	(X) 9.5 9.9 9.7 9.6

FCF	yield	(%) 2.6 0.4 1.7 3.0

Dividend	yield	(%) 3.3 3.0 3.1 3.3

Net	debt/EBITDA	(X) 4.3 4.2 4.2 4.1

9/19 12/19E 3/20E 6/20E

EPS	($) 0.92 0.62 0.98 0.66
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Disclosure Appendix 
  

Reg AC 
We, Michael Lapides, Insoo Kim, CFA, David Fishman, CFA, Rebecca Yuan, Chitra Narayan Mahale and Florence Luna, hereby certify that all of the 
views expressed in this report accurately reflect our personal views about the subject company or companies and its or their securities. We also certify 
that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this report. 

Unless otherwise stated, the individuals listed on the cover page of this report are analysts in Goldman Sachs’ Global Investment Research division. 

GS Factor Profile 
The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its 
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial 
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The 
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may 
vary depending on the fiscal year, industry and region, but the standard approach is as follows: 

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a 
higher percentile indicating a higher growth company. Financial Returns is based on a stock’s forward-looking ROE, ROCE and CROCI (for financial 
stocks, only ROE), with a higher percentile indicating a company with higher financial returns. Multiple is based on a stock’s forward-looking P/E, P/B, 
price/dividend (P/D), EV/EBITDA, EV/FCF and EV/Debt Adjusted Cash Flow (DACF) (for financial stocks, only P/E, P/B and P/D), with a higher percentile 
indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns 
percentile and (100% - Multiple percentile). 

Financial Returns and Multiple use the Goldman Sachs analyst forecasts at the fiscal year-end at least three quarters in the future. Growth uses inputs 
for the fiscal year at least seven quarters in the future compared with the year at least three quarters in the future (on a per-share basis for all metrics). 

For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative.  

M&A Rank 
Across our global coverage, we examine stocks using an M&A framework, considering both qualitative factors and quantitative factors (which may vary 
across sectors and regions) to incorporate the potential that certain companies could be acquired. We then assign a M&A rank as a means of scoring 
companies under our rated coverage from 1 to 3, with 1 representing high (30%-50%) probability of the company becoming an acquisition target, 2 
representing medium (15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2, in line with our standard 
departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not 
factor into our price target, and may or may not be discussed in research. 

Quantum 
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.  

Disclosures 
Coverage group(s) of stocks by primary analyst(s) 
Michael Lapides: America-Diversified Pipelines, America-Diversified Utilities, America-Energy MLPs, America-Independent Power Producers, 
America-Regulated Utilities. Insoo Kim, CFA: America-Diversified Utilities, America-Regulated Utilities. David Fishman, CFA: America-Diversified 
Utilities, America-Independent Power Producers. 

America-Diversified Pipelines: Enbridge Inc., Enbridge Inc., Kinder Morgan Inc., ONEOK Inc., Tallgrass Energy LP, TC Energy Corp., TC Energy Corp., 
Williams Cos..  

America-Diversified Utilities: Avangrid Inc., Centerpoint Energy Inc., CMS Energy Corp., Dominion Energy Inc., DTE Energy Co., Entergy Corp., Exelon 
Corp., FirstEnergy Corp., NextEra Energy Inc., OGE Energy Corp., Public Service Enterprise Group, Sempra Energy.  

America-Energy MLPs: Cheniere Energy Inc., Cheniere Energy Partners, Energy Transfer LP, Enterprise Products Partners LP, Magellan Midstream 
Partners, Plains All American Pipeline LP, Plains GP Holdings, Rattler Midstream LP, TC PipeLines LP.  

America-Independent Power Producers: Clearway Energy Inc., NextEra Energy Partners, NRG Energy Inc..  

America-Regulated Utilities: Ameren Corp., American Electric Power, American Water Works, Atmos Energy Corp., Consolidated Edison Inc., Duke 
Energy Corp., Edison International, Evergy Inc., Eversource Energy, NiSource Inc., PG&E Corp., Pinnacle West Capital Corp., Portland General Electric 
Co., PPL Corp., Southern Co., WEC Energy Group, Xcel Energy Inc..  

Company-specific regulatory disclosures 
The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, “Goldman Sachs”) and companies covered 
by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs has received compensation for investment banking services in the past 12 months: Exelon Corp. ($48.31) 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Exelon Corp. ($48.31) 

Goldman Sachs had an investment banking services client relationship during the past 12 months with: Exelon Corp. ($48.31) 

Goldman Sachs had a non-investment banking securities-related services client relationship during the past 12 months with: Exelon Corp. ($48.31) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: Exelon Corp. ($48.31) 

Goldman Sachs makes a market in the securities or derivatives thereof: Exelon Corp. ($48.31) 

Distribution of ratings/investment banking relationships 
Goldman Sachs Investment Research global Equity coverage universe 
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As of January 1, 2020, Goldman Sachs Global Investment Research had investment ratings on 3,054 equity securities. Goldman Sachs assigns stocks 
as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 
the purposes of the above disclosure required by the FINRA Rules. See ‘Ratings, Coverage groups and related definitions’ below. The Investment 
Banking Relationships chart reflects the percentage of subject companies within each rating category for whom Goldman Sachs has provided 
investment banking services within the previous twelve months.     

Price target and rating history chart(s) 

 

Regulatory disclosures 
Disclosures required by United States laws and regulations 
See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or 
co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed 
public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs trades or may trade as a 
principal in debt securities (or in related derivatives) of issuers discussed in this report.  

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 
professionals reporting to analysts and members of their households from owning securities of any company in the analyst’s area of coverage.  
Analyst compensation:  Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues.  Analyst 
as officer or director: Goldman Sachs policy generally prohibits its analysts, persons reporting to analysts or members of their households from 
serving as an officer, director or advisor of any company in the analyst’s area of coverage.  Non-U.S. Analysts:  Non-U.S. analysts may not be 
associated persons of Goldman Sachs & Co. LLC and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 2242 restrictions on 
communications with subject company, public appearances and trading securities held by the analysts.  

Distribution of ratings: See the distribution of ratings disclosure above.  Price chart: See the price chart, with changes of ratings and price targets in 
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs 
website at https://www.gs.com/research/hedge.html.   

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 
The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and 
regulations. Australia: Goldman Sachs Australia Pty Ltd and its affiliates are not authorised deposit-taking institutions (as that term is defined in the 
Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any access to 
it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman Sachs. In 
producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other 
meetings hosted by the companies and other entities which are the subject of its research reports. In some instances the costs of such site visits or 
meetings may be met in part or in whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific 
circumstances relating to the site visit or meeting. To the extent that the contents of this document contains any financial product advice, it is general 
advice only and has been prepared by Goldman Sachs without taking into account a client’s objectives, financial situation or needs. A client should, 
before acting on any such advice, consider the appropriateness of the advice having regard to the client’s own objectives, financial situation and needs. 
A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests and a copy of Goldman Sachs’ Australian Sell-Side Research 
Independence Policy Statement are available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html.  Brazil: Disclosure 
information in relation to CVM Instruction 598 is available at https://www.gs.com/worldwide/brazil/area/gir/index.html. Where applicable, the 
Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 20 of CVM Instruction 598, is the first author 
named at the beginning of this report, unless indicated otherwise at the end of the text.  Canada: Goldman Sachs Canada Inc. is an affiliate of The 
Goldman Sachs Group Inc. and therefore is included in the company specific disclosures relating to Goldman Sachs (as defined above). Goldman Sachs 
Canada Inc. has approved of, and agreed to take responsibility for, this research report in Canada if and to the extent that Goldman Sachs Canada Inc. 
disseminates this research report to its clients.  Hong Kong: Further information on the securities of covered companies referred to in this research 
may be obtained on request from Goldman Sachs (Asia) L.L.C.  India: Further information on the subject company or companies referred to in this 
research may be obtained from Goldman Sachs (India) Securities Private Limited, Research Analyst - SEBI Registration Number INH000001493, 951-A, 
Rational House, Appasaheb Marathe Marg, Prabhadevi, Mumbai 400 025, India, Corporate Identity Number U74140MH2006FTC160634, Phone +91 22 
6616 9000, Fax +91 22 6616 9001. Goldman Sachs may beneficially own 1% or more of the securities (as such term is defined in clause 2 (h) the Indian 

Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy Hold Sell

Global 44% 40% 16% 63% 57% 51%
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Securities Contracts (Regulation) Act, 1956) of the subject company or companies referred to in this research report.  Japan: See below.  Korea: This 
research, and any access to it, is intended only for “professional investors” within the meaning of the Financial Services and Capital Markets Act, 
unless otherwise agreed by Goldman Sachs. Further information on the subject company or companies referred to in this research may be obtained 
from Goldman Sachs (Asia) L.L.C., Seoul Branch.  New Zealand: Goldman Sachs New Zealand Limited and its affiliates are neither “registered banks” 
nor “deposit takers” (as defined in the Reserve Bank of New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for 
“wholesale clients” (as defined in the Financial Advisers Act 2008) unless otherwise agreed by Goldman Sachs. A copy of certain Goldman Sachs 
Australia and New Zealand disclosure of interests is available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html.  Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not 
having product promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. 
Research reports do not constitute a personalized investment recommendation as defined in Russian laws and regulations, are not addressed to a 
specific client, and are prepared without analyzing the financial circumstances, investment profiles or risk profiles of clients. Goldman Sachs assumes 
no responsibility for any investment decisions that may be taken by a client or any other person based on this research report.  Singapore: Further 
information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 
198602165W).  Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their own 
investment risk. Investment results are the responsibility of the individual investor.  United Kingdom: Persons who would be categorized as retail 
clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this research in conjunction with prior 
Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by Goldman 
Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs 
International on request.   

European Union: Disclosure information in relation to Article 6 (2) of the European Commission Delegated Regulation (EU) (2016/958) supplementing 
Regulation (EU) No 596/2014 of the European Parliament and of the Council with regard to regulatory technical standards for the technical 
arrangements for objective presentation of investment recommendations or other information recommending or suggesting an investment strategy 
and for disclosure of particular interests or indications of conflicts of interest is available at https://www.gs.com/disclosures/europeanpolicy.html which 
states the European Policy for Managing Conflicts of Interest in Connection with Investment Research.   

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho 
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type II Financial Instruments Firms Association. 
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to 
any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance 
Company.   

Ratings, coverage groups and related definitions 
Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or 
Sell on an Investment List is determined by a stock’s total return potential relative to its coverage. Any stock not assigned as a Buy or a Sell on an 
Investment List with an active rating (i.e., a  stock that is not Rating Suspended, Not Rated, Coverage Suspended or Not Covered), is deemed Neutral. 
Each region’s Investment Review Committee manages Regional Conviction lists, which represent investment recommendations focused on the size of 
the total return potential and/or the likelihood of the realization of the return across their respective areas of coverage.  The addition or removal of 
stocks from such Conviction lists do not represent a change in the analysts’ investment rating for such stocks.    

Total return potential represents the upside or downside differential between the current share price and the price target, including all paid or 
anticipated dividends, expected during the time horizon associated with the price target. Price targets are required for all covered stocks. The total 
return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.  

Coverage groups: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 
https://www.gs.com/research/hedge.html.    

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances.  Rating Suspended (RS). Goldman 
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and 
price target, if any, are no longer in effect for this stock and should not be relied upon.  Coverage Suspended (CS). Goldman Sachs has suspended 
coverage of this company.  Not Covered (NC). Goldman Sachs does not cover this company.  Not Available or Not Applicable (NA). The information 
is not available for display or is not applicable.  Not Meaningful (NM). The information is not meaningful and is therefore excluded.   

Global product; distributing entities 
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis. 
Analysts based in Goldman Sachs offices around the world produce research on industries and companies, and research on macroeconomics, 
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in 
Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; Ombudsman Goldman Sachs Brazil: 0800 727 5764 and / or 
ouvidoriagoldmansachs@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Ouvidoria Goldman Sachs Brasil: 0800 727 5764 e/ou 
ouvidoriagoldmansachs@gs.com. Horário de funcionamento: segunda-feira à sexta-feira (exceto feriados), das 9h às 18h; in Canada by either Goldman 
Sachs Canada Inc. or Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private 
Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman 
Sachs New Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); 
and in the United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in connection with its 
distribution in the United Kingdom and European Union.  

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and 
the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom. 

General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and 
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority 
of reports are published at irregular intervals as appropriate in the analyst’s judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment 
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division. 
Goldman Sachs & Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).  
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Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may 
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities 
discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such 
trading strategies are distinct from and do not affect the analyst’s fundamental equity rating for such stocks, which rating reflects a stock’s return 
potential relative to its coverage group as described herein. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act 
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not 
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the 
products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by the Global Investment 
Research division of GS may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 

© 2020 Goldman Sachs.  

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 
consent of The Goldman Sachs Group, Inc.  

11 February 2020   6
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www.ubs.com/investmentresearch 

This report has been prepared by UBS Securities LLC.  ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON 
PAGE 3.  UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware 
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as 
only a single factor in making their investment decision. 

 Global Research 11 February 2020 

 

 
 

First Read 

Exelon Corp 
4Q'19 EPS $0.83 v. $0.73 Cons.; $0.58 4Q'18 
 

Q: How did the results compare vs expectations? 
A: $0.83 vs. $0.73 consensus, $0.75 UBSe, and $0.58 last year.  2019: $3.22 vs. $3.12 
cons.; $3.15 UBSe, $3.05-$3.20 guidance, and $3.12 last year. 

Q: What were the most noteworthy areas in the results? 
A: Utilities were driven by favorable weather, lower storm costs year on year, higher 
distribution revenues offset by lower ComEd ROEs. ExGen results were driven by 
favorable O&M, R&D tax benefits, NDT realized gains, NY/NJ ZECs year over year, offset 
by lower portfolio optimization, and lower load volumes. 

Q: Has the company's outlook/guidance changed? 
A: 2020 eps guidance $3.00-$3.30 better vs. our expected guidance range of $2.95- 
$3.25, +$0.12 higher at the midpoint than 2020 consensus estimates of $3.03/share. 

Q: How would we expect investors to react? 
A: Positive on the beat and 2020 guidance midpoint above consensus for 2020.  With 
the focus for the call on prospects for clean energy legislation in IL, and the mark to 
market on 2020 and 2021 power gross margins. 

Equities 
 

Americas 

Electric Utilities 
 

12-month rating Buy 

  

12m price target US$55.00 

  

Price (10 Feb 2020) US$48.31 

RIC:  EXC.O BBG:  EXC US  
 

Trading data and key metrics 
52-wk range US$50.95-43.82 

Market cap. US$47.1bn 

Shares o/s 974m (COM) 

Free float 100% 

Avg. daily volume ('000) 6,174 

Avg. daily value (m) US$282.2 

Common s/h equity (12/19E) US$32.4bn 

P/BV (12/19E) 1.4x 

Net debt / EBITDA (12/19E) 3.3x 
 

EPS (UBS, diluted) (US$) 
  12/19E   
  UBS  Cons. 

Q1  0.87  0.87 
Q2  0.60  0.60 
Q3  0.92  0.92 
Q4E  0.75  0.73 

12/19E  3.15  3.12 
12/20E  3.06  3.03 
12/21E  2.94  2.95 
 

Daniel Ford, CFA 
Analyst 

dan.ford@ubs.com 
+1-212-713-2224 

Ross Fowler, CFA 
Analyst 

ross.fowler@ubs.com 
+1-212-713-1287 

 

Highlights (US$m) 12/16 12/17 12/18 12/19E 12/20E 12/21E 12/22E 12/23E 
Revenues 31,360 33,531 35,985 35,459 35,460 35,586 35,994 36,545 
EBIT (UBS) 4,879 4,032 4,762 5,565 5,417 5,259 5,392 5,702 
Net earnings (UBS) 2,487 2,465 3,028 3,056 2,967 2,852 2,931 3,184 
EPS (UBS, diluted) (US$) 2.68 2.60 3.12 3.15 3.06 2.94 3.02 3.29 
DPS (US$) 1.26 1.31 1.38 1.45 1.53 1.61 1.70 1.79 
Net (debt) / cash (35,278) (34,684) (35,178) (33,570) (32,624) (31,304) (29,709) (27,741) 

 

Profitability/valuation 12/16 12/17 12/18 12/19E 12/20E 12/21E 12/22E 12/23E 
EBIT margin % 15.6 12.0 13.2 15.7 15.3 14.8 15.0 15.6 
ROIC (EBIT) % 7.5 5.0 5.7 6.6 6.4 6.2 6.4 6.8 
EV/EBITDA (core) x 7.3 9.1 8.9 8.7 8.5 8.3 8.0 7.6 
P/E (UBS, diluted) x 12.5 14.4 13.3 15.3 15.8 16.4 16.0 14.7 
Equity FCF (UBS) yield % (1.2) (1.1) 2.0 6.1 5.2 6.1 6.9 7.9 
Net dividend yield % 3.8 3.5 3.3 3.0 3.2 3.3 3.5 3.7 
Source: Company accounts, Thomson Reuters, UBS estimates. UBS adjusted EPS is stated before goodwill-related charges and other adjustments for abnormal and economic items at the analysts' 
judgement. Valuations: based on an average share price that year, (E): based on a share price of US$48.31 on 10 Feb 2020 19:34 EST 
 
 

Key metrics ($) 

 Consensus 
estimates UBS estimates Actual % diff vs. 

consensus 

Adjusted EPS $0.73 $0.75 $0.83 13.6% 

     

     
Source: FactSet, EXC 2019 Earnings Press Release, UBS Equity Research Estimates 
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Forecast returns 

Forecast price appreciation +13.8% 

Forecast dividend yield 3.2% 

Forecast stock return +17.0% 

Market return assumption 6.4% 

Forecast excess return +10.6% 

 
  

Valuation Method and Risk Statement 

Our valuation methodology for the group is price to earnings based.  The 
adjustments applied fall into 5 categories.  These are as follows: 1) Group 
Valuation Bias: Flowing from our valuation work comparing Baa corporate yields to 
group dividend yields and RU price to earnings ratios to those for the S&P 500, we 
incorporate a positive or negative adjustment to our group multiple representing 
the gap we calculate to the nearest 5%; 2) Growth Adjustment: We adjust our 
valuations based on the growth quartile each utility occupies.  First quartile receives 
a 5% premium, second quartile a 2% premium, third quartile a 2% discount and 
fourth quartile a 5% discount; 3) Regulatory Adjustment: Our valuation 
adjustments for regulation are based on our proprietary Regulatory Rankings. First 
quartile jurisdictions receive 5%, second quartile 2%, third quartile -2% and 
fourth quartile -5%; 5) Multi Utility Diversified Valuation: For multi utilities (those 
with more than 15% diversified or foreign earnings), we perform a sum-of-parts 
analysis applying business/region appropriate valuations to those diversified 
businesses; 6) One-off Adjustments:  In special situations, we value risk on an issue 
specific basis.  Common areas where we apply such an adjustment include: ESG 
advantage, large project construction risk, legal risk, and announced M&A 
completion risk. 
 
We value Exelon at $55/share on a sum of the parts analysis.  We value Exelon's 
Utility and Parent Only (UPO) at a net 8% premium to the group multiple of 19.0x 
our $2.18/share UPO earnings forecast for 2021.  Our 8% net premium is derived 
from a 5% premium for the overall regulated utility group, premised upon the 
current undervaluation versus the Baa corporate bond rounded down to the 
nearest 5%, a (2%) premium for a 3rd quartile regulatory ranking overall, and 5% 
premium for 1st quartile earnings growth.  This yields $45/share.  We value the 
ExGen competitive generation business at a 6.7x our 2020 estimated Open EBITDA 
of $2,040mln, plus NPV of hedges of $0.2Bln less net debt of $3.8Bln which yields 
$10/share. 
 
Specific risks for Exelon include natural gas prices, power prices, nuclear 
operational risks, regulatory risks at the Pepco utilities, weather, interest rates, and 
relative cost of coal and uranium.  
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Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report. This recommendation was 
finalized on: 11 February 2020 12:35 PM GMT. UBS has designated certain Research department members as Derivatives 
Research Analysts where those department members publish research principally on the analysis of the price or market for a 
derivative, and provide information reasonably sufficient upon which to base a decision to enter into a derivatives 
transaction. Where Derivatives Research Analysts co-author research reports with Equity Research Analysts or Economists, 
the Derivatives Research Analyst is responsible for the derivatives investment views, forecasts, and/or recommendations. 

Analyst Certification:Each research analyst primarily responsible for the content of this research report, in whole or in part, 
certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report. 

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 44% 32% 

Neutral FSR is between -6% and 6% of the MRA. 41% 29% 

Sell FSR is > 6% below the MRA. 15% 20% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Sell 
Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 31 December 2019. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 

KEY DEFINITIONS:Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months. In some cases, this yield may be based on accrued dividends. Market Return Assumption 
(MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a forecast of, the equity risk 
premium). Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or 
rating are subject to possible change in the near term, usually in response to an event that may affect the investment case 
or valuation. Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not 
reflect any change in the fundamental view or investment case. Equity Price Targets have an investment horizon of 12 
months. 
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EXCEPTIONS AND SPECIAL CASES:UK and European Investment Fund ratings and definitions are: Buy: Positive on 
factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure, 
management, performance record, discount; Sell: Negative on factors such as structure, management, performance record, 
discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment 
Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective 
company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they 
relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the relevant 
research piece. 

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 

UBS Securities LLC: Daniel Ford, CFA; Ross Fowler, CFA.  

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Exelon Corp7, 16 EXC.O Buy N/A US$48.31 10 Feb 2020 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and 

services other than investment banking services from this company/entity. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Date Stock Price (US$) Price Target (US$) Rating 

2016-11-10 30.19 33.0 Neutral 
2016-12-05 33.32 34.0 Neutral 
2017-01-19 35.74 36.0 Neutral 
2017-02-10 35.02 37.5 Neutral 
2017-04-18 35.78 36.0 Neutral 
2017-05-15 34.7 37.5 Buy 
2017-06-06 36.69 - No Rating 
2018-02-01 37.84 44.0 Buy 
2018-02-16 37.78 43.0 Buy 
2018-04-02 38.26 44.0 Buy 
2018-04-13 38.34 47.0 Buy 
2018-05-18 39.44 46.0 Buy 
2018-06-29 42.6 48.0 Buy 
2018-07-13 42.39 50.0 Buy 
2018-11-29 45.67 51.0 Buy 
2019-01-03 44.12 49.0 Buy 
2019-02-01 47.46 53.0 Buy 
2019-03-20 49.1 56.0 Buy 
2019-08-01 44.4 53.0 Buy 
2019-09-06 48.12 55.0 Buy 

Source: UBS; as of 10 Feb 2020 
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The Disclaimer relevant to Global Wealth Management clients follows the Global 
Disclaimer. 

Global Disclaimer 
This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

This Document is provided solely to recipients who are expressly authorized by UBS to receive it. If you are not so authorized you must immediately 
destroy the Document.  

Global Research is provided to our clients through UBS Neo, and in certain instances, UBS.com and any other system or distribution method specifically identified in one 
or more communications distributed through UBS Neo or UBS.com (each a system) as an approved means for distributing Global Research. It may also be made available 
through third party vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global 
Research to a client may vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a 
client's risk profile and investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client 
relationship with UBS and legal and regulatory constraints. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the UBS Neo 
Platform Use Agreement (the "Neo Terms") together with any other relevant terms of use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, you agree that use shall be subject to this Global Research Disclaimer, the 
Neo Terms and where applicable the UBS Investment Bank terms of business (https://www.ubs.com/global/en/investment-bank/regulatory.html) and to UBS's Terms of 
Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). In addition, you consent to UBS processing your personal data and using cookies in 
accordance with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice 
(http://www.ubs.com/global/en/homepage/cookies/cookie-management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, provide to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.  

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. 

This document is a general communication and is educational in nature; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial 
instruments or to participate in any particular trading strategy. Nothing in this document constitutes a representation that any investment strategy or recommendation is 
suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal recommendation. By providing this document, none of UBS or its 
representatives has any responsibility or authority to provide or have provided investment advice in a fiduciary capacity or otherwise. Investments involve risks, and 
investors should exercise prudence and their own judgment in making their investment decisions. None of UBS or its representatives is suggesting that the recipient or 
any other person take a specific course of action or any action at all. By receiving this document, the recipient acknowledges and agrees with the intended purpose 
described above and further disclaims any expectation or belief that the information constitutes investment advice to the recipient or otherwise purports to meet the 
investment objectives of the recipient. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. 

Options, structured derivative products and futures (including OTC derivatives) are not suitable for all investors. Trading in these instruments is considered risky and may 
be appropriate only for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "The 
Characteristics and Risks of Standardized Options." You may read the document at http://www.theocc.com/publications/risks/riskchap1.jsp or ask your salesperson for a 
copy. Various theoretical explanations of the risks associated with these instruments have been published. Supporting documentation for any claims, comparisons, 
recommendations, statistics or other technical data will be supplied upon request. Past performance is not necessarily indicative of future results. Transaction costs may 
be significant in option strategies calling for multiple purchases and sales of options, such as spreads and straddles. Because of the importance of tax considerations to 
many options transactions, the investor considering options should consult with his/her tax advisor as to how taxes affect the outcome of contemplated options 
transactions. 

Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market 
conditions. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For 
investment advice, trade execution or other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Prior to making any investment or financial decisions, any recipient of this document or the information should take steps to understand the risk and return of the 
investment and seek individualized advice from his or her personal financial, legal, tax and other professional advisors that takes into account all the particular facts and 
circumstances of his or her investment objectives. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in any 
materials to which this document relates (the "Information"), except with respect to Information concerning UBS. The Information is not intended to be a complete 
statement or summary of the securities, markets or developments referred to in the document. UBS does not undertake to update or keep current the Information. Any 
opinions expressed in this document may change without notice and may differ or be contrary to opinions expressed by other business areas or groups, personnel or 
other representative of UBS. Any statements contained in this report attributed to a third party represent UBS's interpretation of the data, information and/or opinions 
provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. In no 
circumstances may this document or any of the Information (including any forecast, value, index or other calculated amount ("Values")) be used for any of the following 
purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of 
defining the asset allocation of portfolio or of computing performance fees. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further 
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional 
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. 
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Research will initiate, update and cease coverage solely at the discretion of UBS Research Management, which will also have sole discretion on the timing and frequency 
of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation to published research 
reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings history etc. as required by 
the Market Abuse Regulation, can be found on UBS Neo. Different assumptions could result in materially different results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS and/or its divisions as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms under English law or, if not carried out by UBS in the UK the law of the relevant jurisdiction in 
which UBS determines it carries out the activity) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in accordance 
with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this document. For financial 
instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in the US in accordance with 
the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued a warrant the value of 
which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or short positions, trade as 
principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions expressed in this document. 

Within the past 12 months UBS AG, its affiliates or subsidiaries may have received or provided investment services and activities or ancillary services as per MiFID II which 
may have given rise to a payment or promise of a payment in relation to these services from or to this company. 

Where Global Research refers to "UBS Evidence Lab Inside" or has made use of data provided by UBS Evidence Lab you understand that UBS Evidence Lab is a separate 
department to Global Research and that UBS Evidence Lab does not provide research, investment recommendations or advice. 

United Kingdom: This material is distributed by UBS AG, London Branch to persons who are eligible counterparties or professional clients. UBS AG, London Branch is 
authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 
Authority. Europe: Except as otherwise specified herein, these materials are distributed by UBS Europe SE, a subsidiary of UBS AG, to persons who are eligible 
counterparties or professional clients (as detailed in the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin)Rules and according to MIFID) and are only available to 
such persons. The information does not apply to, and should not be relied upon by, retail clients. UBS Europe SE is authorised by the [European Central Bank (ECB)] and 
regulated by the BaFin and the ECB. France: Prepared by UBS Europe SE and distributed by UBS Europe SE and UBS Securities France S.A. UBS Securities France S.A. is 
regulated by the ACPR (Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. 
has contributed to this document, the document is also deemed to have been prepared by UBS Securities France S.A. Germany, Luxembourg, the Netherlands, 
Belgium and Ireland: Prepared by UBS AG, London Branch and distributed by UBS AG, London Branch and UBS Europe SE. Spain: Prepared by UBS Europe SE and 
distributed by UBS Europe SE and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV). 
Turkey: Distributed by UBS AG, London Branch. No information in this document is provided for the purpose of offering, marketing and sale by any means of any 
capital market instruments and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the 
Republic of Turkey. UBS AG, London Branch is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). 
Accordingly, neither this document nor any other offering material related to the instruments/services may be utilized in connection with providing any capital market 
services to persons within the Republic of Turkey without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, 
there is no restriction on the purchase or sale of the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Europe SE (spolka z 
ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated by the Polish Financial Supervision Authority. Where an analyst of UBS Europe SE (spolka z ograniczona 
odpowiedzialnoscia) Oddzial w Polsce has contributed to this document, the document is also deemed to have been prepared by UBS Europe SE (spolka z ograniczona 
odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and distributed by UBS Bank (OOO). Switzerland: Distributed by UBS AG to persons who are institutional 
investors only. UBS AG is regulated by the Swiss Financial Market Supervisory Authority (FINMA). Italy: Prepared by UBS Europe SE and distributed by UBS Europe SE and 
UBS Europe SE, Italy Branch. Where an analyst of UBS Europe SE, Italy Branch has contributed to this document, the document is also deemed to have been prepared by 
UBS Europe SE, Italy Branch.South Africa: Distributed by UBS South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an 
authorised Financial Services Provider (FSP 7328). Israel: This material is distributed by UBS AG, London Branch. UBS Securities Israel Ltd is a licensed Investment 
Marketer that is supervised by the Israel Securities Authority (ISA). UBS AG, London Branch and its affiliates incorporated outside Israel are not licensed under the Israeli 
Advisory Law. UBS AG, London Branch is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among others in issuance 
of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS AG, London Branch and its affiliates may prefer various Financial 
Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as investment 
advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of the Israeli 
Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has been issued by UBS AG (and/or any of its 
subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 Basel and 
Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company incorporated 
in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 11588, Kingdom 
of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 08113-37. UAE / 
Dubai: The information distributed by UBS AG Dubai Branch is only intended for Professional Clients and/or Market Counterparties, as classified under the DFSA 
rulebook. No other person should act upon this material/communication. The information is not for further distribution within the United Arab Emirates. UBS AG Dubai 
Branch is regulated by the DFSA in the DIFC. UBS is not licensed to provide banking services in the UAE by the Central Bank of the UAE, nor is it licensed by the UAE 
Securities and Commodities Authority. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or 
by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’) to major US institutional investors only. UBS Securities LLC 
or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities 
LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS 
Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person within the 
meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be, and do not 
constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a 
Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration. 
Mexico: This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS Grupo Financiero, S.A. de 
C.V. and is a subsidiary of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports only reflect the views of 
the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa, S.A. de C.V., UBS Grupo 
Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable disclosures, please go to 
www.ubs.com/disclosures. Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing 
in Brazil, which are considered to be Investidores Profissionais, as designated by the applicable regulation, mainly the CVM Instruction No. 539 from the 13th of 
November 2013 (determines the duty to verify the suitability of products, services and transactions with regards to the client´s profile). Hong Kong: Distributed by UBS 
Securities Asia Limited and/or UBS AG, Hong Kong Branch, which is incorporated in Switzerland with limited liability. Please contact local licensed/registered 
representatives of UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch in respect of any matters arising from, or in connection with, the analysis or document. 
Singapore: Distributed by UBS Securities Pte. Ltd. [MCI (P) 009/09/2018 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities 
Pte. Ltd., an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the 
Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of 
Singapore, in respect of any matters arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are 
accredited and institutional investors as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional 
investors (except as otherwise permitted). Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, 
publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange 
and other banking businesses when relevant. Australia: Clients of UBS AG: Distributed by UBS AG (ABN 47 088 129 613 and holder of Australian Financial Services 
License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd (ABN 62 008 586 481 and holder of Australian Financial Services 
License No. 231098). This Document contains general information and/or general advice only and does not constitute personal financial product advice. As such, the 
Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs, and investors should, before acting 
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on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. If the Information contained in this 
document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 
where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure Statement relating to the product before 
making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is available at: www.ubs.com/ecs-research-fsg. 
New Zealand: Distributed by UBS New Zealand Ltd. UBS New Zealand Ltd is not a registered bank in New Zealand. You are being provided with this UBS publication or 
material because you have indicated to UBS that you are a “wholesale client” within the meaning of section 5C of the Financial Advisers Act 2008 of New Zealand 
(Permitted Client). This publication or material is not intended for clients who are not Permitted Clients (non-permitted Clients). If you are a non-permitted Client you 
must not rely on this publication or material. If despite this warning you nevertheless rely on this publication or material, you hereby (i) acknowledge that you may not 
rely on the content of this publication or material and that any recommendations or opinions in such this publication or material are not made or provided to you, and 
(ii) to the maximum extent permitted by law (a) indemnify UBS and its associates or related entities (and their respective Directors, officers, agents and Advisors) (each a 
‘Relevant Person’) for any loss, damage, liability or claim any of them may incur or suffer as a result of, or in connection with, your unauthorised reliance on this 
publication or material and (b) waive any rights or remedies you may have against any Relevant Person for (or in respect of) any loss, damage, liability or claim you may 
incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication or material. Korea: Distributed in Korea by UBS Securities Pte. Ltd., 
Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. This material is intended 
for professional/institutional clients only and not for distribution to any retail clients. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities 
Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution 
to any retail clients. India: Distributed by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, 
Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Number: 
INZ000259830; merchant banking services bearing SEBI Registration Number: INM000010809 and Research Analyst services bearing SEBI Registration Number: 
INH000001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months, UBS AG, 
its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the subject Indian 
company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of 
distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-securities services. With 
regard to information on associates, please refer to the Annual Report at: http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.htmlTaiwan: 
Distributed by UBS Securities Pte. Ltd., Taipei Branch which is regulated by the Taiwan Securities and Futures Bureau. This documents contains general information 
and/or general advice only and does NOT constitute any "Recommendation" to clients for the covered companies or any companies mentioned in this document. 
Indonesia: This report is being distributed by PT UBS Sekuritas Indonesia and is delivered by its licensed employee(s), including marketing/sales person, to its client. PT 
UBS Sekuritas Indonesia, having its registered office at Wisma GKBI, 22nd floor, JL. Jend. Sudirman, kav.28, Jakarta 10210, Indonesia, is a subsidiary company of UBS 
AG and licensed under Capital Market Law no. 8 year 1995, a holder of broker-dealer and underwriter licenses issued by the Capital Market and Financial Institution 
Supervisory Agency (now Otoritas Jasa Keuangan/OJK). PT UBS Sekuritas Indonesia is also a member of Indonesia Stock Exchange and supervised by Otoritas Jasa 
Keuangan (OJK). Neither this report nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens except in compliance with applicable Indonesian 
capital market laws and regulations. This report is not an offer of securities in Indonesia and may not be distributed within the territory of the Republic of Indonesia or to 
Indonesian citizens in circumstance which constitutes an offering within the meaning of Indonesian capital market laws and regulations. 

The disclosures contained in research documents produced by UBS AG, London Branch or UBS Europe SE shall be governed by and construed in accordance with English 
law. 

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and in any event UBS accepts no liability 
whatsoever for any redistribution of this document or its contents or the actions of third parties in this respect. Images may depict objects or elements that are protected 
by third party copyright, trademarks and other intellectual property rights. © UBS 2020. The key symbol and UBS are among the registered and unregistered trademarks 
of UBS. All rights reserved. 

Global Wealth Management Disclaimer 
You receive this document in your capacity as a client of UBS Global Wealth Management. This publication has been distributed to you by UBS Switzerland AG 
(regulated by FINMA in Switzerland) or its affiliates ("UBS") with whom you have a banking relationship with. The full name of the distributing affiliate and its 
competent authority can be found in the country-specific disclaimer at the end of this document. 

The date and time of the first dissemination of this publication is the same as the date and time of its publication. 

Risk information: 

You agree that you shall not copy, revise, amend, create a derivative work, provide to any third party, or in any way commercially exploit any UBS research, and that you 
shall not extract data from any research or estimates, without the prior written consent of UBS. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. 

This document is a general communication and is educational in nature; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial 
instruments or to participate in any particular trading strategy. Nothing in this document constitutes a representation that any investment strategy or recommendation is 
suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal recommendation. By providing this document, none of UBS or its 
representatives has any responsibility or authority to provide or have provided investment advice in a fiduciary capacity or otherwise. Investments involve risks, and 
investors should exercise prudence and their own judgment in making their investment decisions. None of UBS or its representatives is suggesting that the recipient or 
any other person take a specific course of action or any action at all. By receiving this document, the recipient acknowledges and agrees with the intended purpose 
described above and further disclaims any expectation or belief that the information constitutes investment advice to the recipient or otherwise purports to meet the 
investment objectives of the recipient. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. 

Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed securities may 
involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of exchange may 
adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or other enquiries, 
clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the information (as defined below). 

Prior to making any investment or financial decisions, any recipient of this document or the information should take steps to understand the risk and return of the 
investment and seek individualized advice from his or her personal financial, legal, tax and other professional advisors that takes into account all the particular facts and 
circumstances of his or her investment objectives. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in any 
materials to which this document relates (the "Information"), except with respect to Information concerning UBS. The Information is not intended to be a complete 
statement or summary of the securities, markets or developments referred to in the document. UBS does not undertake to update or keep current the Information. Any 
opinions expressed in this document may change without notice and may differ or be contrary to opinions expressed by other business areas or groups, personnel or 
other representative of UBS. Any statements contained in this report attributed to a third party represent UBS's interpretation of the data, information and/or opinions 
provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. In no 
circumstances may this document or any of the Information (including any forecast, value, index or other calculated amount ("Values")) be used for any of the following 
purposes: 
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(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of 
defining the asset allocation of portfolio or of computing performance fees. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS (including between Global Wealth Management and 
Research) and among its subsidiaries, branches and affiliates. For further information on the ways in which UBS manages conflicts and maintains independence of its 
research products, historical performance information and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. 

Research will initiate, update and cease coverage solely at the discretion of research management, which will also have sole discretion on the timing and frequency of 
any published research product. The analysis contained in this document is based on numerous assumptions. Different assumptions could result in materially different 
results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS and/or its divisions as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 

Within the past 12 months UBS Switzerland AG, its affiliates or subsidiaries may have received or provided investment services and activities or ancillary services as per 
MiFID II which may have given rise to a payment or promise of a payment in relation to these services from or to this company. 

If you require detailed information on disclosures of interest or conflict of interest as required by Market Abuse Regulation please contact the mailbox 
MAR_disclosures_twopager@ubs.com. Please note that e-mail communication is unsecured. 

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or an External Financial 
Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant and is made available to their clients and/or 
third parties. 

Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil 
Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul 
Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial Services Inc. accepts 
responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in the 
securities mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The 
contents of this report have not been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS 
Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities 
Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within the 
meaning of the Municipal Advisor Rule. 

Austria: This publication is not intended to constitute a public offer under Austrian law. It is distributed only for information purposes to clients of UBS Europe SE, 
Niederlassung Österreich, with place of business at Wächtergasse 1, A-1010 Wien. UBS Europe SE, Niederlassung Österreich is subject to the joint supervision of the 
European Central Bank ("ECB"), the German Central Bank (Deutsche Bundesbank), the German Federal Financial Services Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufsicht), as well as of the Austrian Financial Market Authority (Finanzmarktaufsicht, FMA), to which this publication has not been submitted for 
approval. UBS Europe SE is a credit institution constituted under German law in the form of a Societas Europaea, duly authorized by the ECB. Bahrain: UBS is a Swiss 
bank not licensed, supervised or regulated in Bahrain by the Central Bank of Bahrain and does not undertake banking or investment business activities in Bahrain. 
Therefore, clients have no protection under local banking and investment services laws and regulations. Canada: The information contained herein is not, and under no 
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, solicitation of an offer to buy securities 
described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption 
from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, 
alternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. 
Under no circumstances is the information contained herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs 
of the recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a 
province or territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada or, alternatively, pursuant to a dealer registration 
exemption. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed upon these materials, the information contained herein 
or the merits of the securities described herein and any representation to the contrary is an offence. In Canada, this publication is distributed by UBS Investment 
Management Canada Inc. China: This research report is neither intended to be distributed to PRC investors nor to provide securities investment consultancy services 
within the territory of PRC. Czech Republic: UBS is not a licensed bank in the Czech Republic and thus is not allowed to provide regulated banking or investment 
services in the Czech Republic. Please notify UBS if you do not wish to receive any further correspondence. Denmark: This publication is not intended to constitute a 
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shall be interpreted as containing an offer or invitation to offer, or solicitation of securities in the territory of Ukraine. Electronic communication must not be considered 
as an offer to enter into an electronic agreement or electronic instrument within the meaning of the Law of Ukraine "On Electronic Commerce" dated 3 September 
2015. 
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Energy: Electric Utilities

Heads Up – The Week Ahead in Utilities: CNP/AEP, XEL, ES, DUK, EXC, FE
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Earnings for utilites under our coverage continue this week with EXC, D, DUK, and POR reporting 2019 full-year
operating performance; Final decisions again expected for CNP and AEP in their respective TX GRCs; Intervenor
testimony due for XEL in TX; Rebuttal testimony due in for AEP's SWEPCO in TX for its attempted NCW acquisition;
Settlement conference scheduled for ES in NH; BGS auction results roughly in line with expectations; XEL files gas
case in CO; DUK receives approval for coal ash excavation in NC; Probability of MRPs in MD increases with pilot
program initiation; Legislation in IN proposes lengthening coal plant retirement; CNP introduces legislation in MN
supporting RNG and hydrogen gas

Under our coverage, NEE, WEC, CMS, XEL, DTE, and FE have reported FY19 results. NEE reported a slight miss for the full year,
but reiterated its LT view for the business; WEC beat full-year operating guidance for the 16th year in a row driven by meaningful cost
efficiencies; CMS reported FY19 in line with expectations and slightly raised FY20 earnings expectations; XEL, DTE, and FE beat
FY19 expectations and reiterated their FY20 and LT growth outlooks. This upcoming week, EXC (2/11), D (2/11), DUK (2/13), and
POR (2/14) report 4Q and FY19 operating performance.

A full regulatory calendar for companies under our coverage is presented below. Some notable dates this week include:

Once again, final decisions are expected for CNP and AEP in their respective TX GRCs at the PUCT's February 14 open
meeting: Although not confirmed, we expect both cases to be taken up at the PUCT open meeting on February 14. We will monitor
the dockets for the potential announcement of a special meeting given the proceedings have already been extended beyond the 185-
day statutory deadline.

● We wrote on CNP's filed stipulation agreement and updated forward estimates on January 21. At this week's open meeting, we
will be watching to see how the PUCT treats stipulated ROE and capitalization figures from the settlement and ultimately rules on
possible dividend restrictions and other ring-fencing measures. As a reminder, stipulated rate case parameters outlined in CNP's
8K filing are roughly in line with our expectations, with both ROE and equity layer edging closer to the 2019 ALJ recommendation
and translating to comparable FFO/OI shortfalls. The settlement is mute on CEHE recap, and CNP's leverage metrics would need
to be addressed, with the possible strategy open to interpretation given recent headlines.

● For AEP-TX, the Company notified the Commission of an all-party settlement on January 31 with detailed filings expected on or
before the case is added to the PUCT's docket for consideration. We anticipate ROE and equity figures similar to that of CNP's
recently filed settlement agreement.As a reminder, the ALJ recommended the PUCT authorize a gross $2.4M electric base rate
increase premised on a 9.4% ROE (45% equity), which, after a $22.2M tax refund, would result in a net decrease of $19.8M for
electric retail customers. Similar to the ALJ recommendation in CNP's TX rate case, the recommended ROE in this case is ~9.4%
on a 55/45 debt-equity capital structure, while the ALJ also recommended adopting ring-fencing provisions for AEP as well as
disallowing certain rate base additions related to incentive compensation and vegetation management costs. Given that CNP's
stipulated equity ratio is 42.5%, we see some potential downside to AEP's ALJ.

Intervenor testimony in XEL's TX GRC expected on February 10: Based on recent management commentary, there appears to
be a definite read-through for XEL on some issues related to CNP’s CEHE rate case, but noted little concern about the disallowance
of capital, especially given Hale Wind makes up the majority of the current request and has already been pre-approved for recovery.
Investors have notably been pointed towards XEL's NM rate case as a "better proxy" for its TX rate case given the attempted
recovery of Hale Wind and a number of the same interveners in both cases. Furthermore, XEL’s TX utility is within SPP, and vertically-
integrated Utes have traditionally been awarded higher ROEs due to the enhanced risk-profile compared to wires-only Utes. We look
for an authorization for ~66% of the revenue ask and a 9.5% ROE, which we view as conservative, and expect the case to be non-
controversial. A final decision is expected from the PUCT in 2Q20 with rates going into effect immediately thereafter. Management
expects to file for a rate review in TX in early 1Q21 with respect to recovery of its Sagamore Wind project.
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Rebuttal testimony due for AEP's SWEPCO in TX in the Company's proposed North Central Wind (NCW) acquisition on
February 12: On January 24, SWEPCO reached a settlement in Arkansas for the purchase of its portion of the North Central Wind
(NCW) project. The settlement mirrors the one received by PSO in Oklahoma, and given the critical mass achieved by these two
states, we believe AEP should be able to greenlight the project even while the TX part is still pending. As a reminder, the project is not
currently in AEP's guidance. For reference, NC Wind comprises three wind projects in north-central OK totaling 1,486-MW of capacity,
of which 811-MW will belong to SWEPCO (the remainder to PSO). Back in December 2019, AEP's PSO, the OCC Staff, and other
stakeholders reached an agreement for the terms under which PSO will acquire a 45.5% ownership stake in NC Wind. The Company
is hoping for a similar outcome for SWEPCO in TX and LA, which would include the authorization for a renewable generation rider as
well as debt-like return on the presumed DTA balance. See here for more background.

Settlement conference scheduled for ES's PSNH in NH on February 13: For reference, we model a constructive outcome for 60%
authorization of the $69.3M ask, which compares to the Staff’s recommendation for a $28.3M increase. The conclusion of the case will
likely help the Company begin earning closer to its allowed ROE where it under-earned by ~200 bps vs. its authorized level in 2018.
Barring a settlement agreement, hearings are expected to begin on April 14 with a final decision expected by May 20.

Recent developments for companies under our coverage include:

In our midweek report, we wrote - 1) CNP announced the sale of the infrastructure services business on February 3; 2) ED issued
RFI for NPS related to potential capacity shortage; 3) AGR received adverse rate case order in ME and will likely have to defend
NECEC transmission project after Opposition garners enough signatures for 2020 ballot initiative; and 4) DUK approved to recover
storm-related costs in FL.

BGS auction results came in line with prior years and our expectations: Results from NJ's BGS-RSCP auction were roughly in
line with our expectations. For reference, the closing price (cents/kWh) for EXC, FE, PEG, and ED were 8.269, 7.243, 10.216, and
8.242, respectively.

XEL - PSC files natural gas case in CO as contentious electric case concludes:

● On February 5, XEL's Public Service Company of Colorado (PSC) filed a request with the CPUC seeking a $127M net increase to
its retail gas rates, reflecting a $145M gross base rate increase slightly offset by $18M related to the previously authorized PSIA
rider mechanism.

● The request is premised on a 9.95% ROE (55.81% equity layer) and a ~7.53% (assumed 4.5% return on debt) total return on rate
base valued at $2.236B. The request is driven by attempted recovery of capital additions (~three-quarters of ask) associated with
investments to its system intended to improve reliability and maintain safety. The timing of the request is consistent with management
commentary on the Company's 4Q19 earnings call.

● The requested ROE figure is roughly in line with our expectations given the Company was authorized a 9.35% ROE (after requesting
10.0%) in its most recent gas case in CO (Dec. 2018) coupled with our assumption the Company is attempting to improve the
likelihood of a settlement with the Commission Staff and interveners following the disappointing electric rate case in the state (and
after a lower than expected ROE of 9.3%). XEL expects a final decision in 2H20 and for rates to be effective by November 1, 2020.

DUK receives approval for coal ash excavation settlement in NC:

● On February 5, a NC judge approved the settlement agreement reached by DUK, the NCDEQ, and other interested parties
announced on January 2. For reference, DUK agreed to excavate nearly 80 million tons of coal ash in NC and to close the Company's
remaining ash ponds in the state, primarily by excavation.

● The agreement specifically calls for seven basins to be excavated, with the ash moved to lined landfills over a 10 to 15-year period,
dependent on expedited state permit approvals. Separately, the agreement provides that no later than two years and six months
after the retirement of the Roxboro coal units, the remaining coal ash on site will be capped in place.

● Although DUK initially cautioned that excavating these basins would add about $4B-$5B to the current $5.6B estimate for the
decades-long ash management program in the Carolinas, the new plan is expected to reduce the total cost to close the remaining
nine basins by about $1.5B. Furthermore, the estimated cost to permanently close all ash basins in the Carolinas is now about $8B-
$9B over the next 15-20 years, of which $2.4B has already been spent.

● We view the settlement positively given the complete resolution of pending disputes over coal basins closure plans.

EXC, FE - MD multiyear rate plan policy advances with initiation of pilot program:

● On February 4, MD regulators outlined a process for the state's utility commission to modernize the rate-setting process. Utilities in
the state will now indicate interest in serving as the test case for a multiyear rate plan (MRP) pilot program for which regulators will
be able to observe utility operation "in a controlled manner" while operating under a MRP.
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● We find the language in the order as a step in the right direction for MD as it demonstrates more flexibility towards modernizing its
rate structure. We highlight, however, that the utility would still need to show that its rate adjustment is based on a historic test year.

● As way of background, on August 9, the PSC of MD issued a directive for a working group to assess the best implementation
practices for multiyear rate plans and related impacts of forward test-years, and noted the need for clearer customer visibility into
rate changes and to reduce the frequency of rate cases. We note although the state already has the authority to adopt alternative
rate-making processes, such as decoupling mechanisms and cost-recovery riders, MD continues to reject adopting formula-based
rates and lags behind states that have adopted more modern recovery mechanisms.

AEP/DUK - On February 3, Indiana lawmakers in the state's house of representatives advanced an amended House Bill 1414
(52-41 vote) that would prolong retirement of the state's coal plants. Specifically, public utilities "may not retire, sell or transfer a
reliable capacity resource with a capacity of at least 80 MW" and would be required to give at least six months notice to the IURC.
From our coverage, AEP's IMP has already agreed to retire its 1,300 MW Rockport Unit 1 by the end of 2028 and DUK's Duke Energy
Indiana accelerated the planned retirement of more than 4,100 MW of coal capacity by 2038 in its most recent IRP.

CNP - Lawmakers in MN plan to introduce legislation proposed by CNP that would facilitate the use of renewable natural gas
(RNG) and hydrogen gas into the state's distribution system. At a high level, the legislation is intended to strike a balance between
reliability concerns (especially in winter months) and the state's clean energy transition goals. If enacted into law, utilities would seek
permission to introduce RNG and hydrogen gas into its delivery system by submitting an alternative resource plan, for which the price
would be capped at 5% of the Company's total annual revenue requirement in an effort to reduce customer bill impacts. The legislation
comes against the backdrop of increasing hostility towards natural gas in several jurisdictions, which in turn is translating into broader
concerns about the future of the existing gas distribution systems. The introduction of RNG is an important step of keeping LDCs viable
in the long term, in our view, and we will follow this and other similar initiatives closely.

Regulatory Calendar:
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Recent Research:

POR: Initiating Coverage with SW Rating

CNP: As the Dust Settles, Post-GRC Future Begins to Take Shape

Utilities: Great Expectations – 2020 Sector Outlook and Valuation Update

SO: Beyond Vogtle; Upgrading to Overweight with a $71 Price Target

FERC MOPRs Nukes - First Read

OTTR: Initiating Coverage with OW Rating

With the Wind in Its Sails - Notes from AEP HQ Visit

We hosted a series of constructive company and investor meetings at the EEI conference in November. Read our takeaways
here.

ES: Valuation Full, They Said? We Beg to Differ

SRE - ALERT: LNG-Like Growth with Utility-Like Risk Profile; Notes from Management Meetings

XEL: Strong Growth Story Continues; Notes from XEL Meetings

Mirror, Mirror on the Wall, Who's the Fairest of Them All? Launching Coverage of Residential Solar Space

Utilities: Looking for Opportunities at the End of the Cycle
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KBCM Comp Sheet:

Note: ETR, ED and XEL price targets are under review.
Source: KeyBanc Capital Markets Inc., Company reports

Price Performance YTD:

Source: Thomson Reuters. Note: Results presented cannot and should not be used as an indicator of future performance.
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Power Curves

Below, we present forward power curves in key U.S. power markets, including NE ISO (Connecticut), NY ISO (zone J), PJM Eastern
Hub and PJM West, ERCOT South, Gulf Coast, Illinois, Midwest, and CA ISO (Palo Verde). Movements in power curves directly impact
names under our coverage with merchant power arms: EXC and PEG.

Over the past week, 2019 forward power prices dropped slightly in Northern California, PJM East, and NE ISO with a 0-2% decline,
while ERCOT South, Southern California, and Oregon were uniquely higher. Forward power prices for 2020 and 2021 were mixed in
most regions, with changes ranging from -2% to 2%.

Figure 1 - Forward Power Curves

Source: SNL, KeyBanc Capital Markets Inc.
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Forward Power Curves (Cont'd)

Source: SNL, KeyBanc Capital Markets Inc.
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Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 235 43.68 55 23.40

Sector Weight [SW] 290 53.90 46 15.86

Underweight [UW] 13 2.42 3 23.08
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 30 55.56 12 40.00

Sector Weight [SW] 23 42.59 10 43.48

Underweight [UW] 1 1.85 1 100.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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Please see page 7 for rating definitions, important disclosures and 
required analyst certifications. All estimates/forecasts are as of 

02/09/20 unless otherwise stated. 02/09/20 18:15:31 ET 
 

Wells Fargo Securities, LLC does and seeks to do business with companies 
covered in its research reports. As a result, investors should be aware that the 

firm may have a conflict of interest that could affect the objectivity of the report 

and investors should consider this report as only a single factor in making their 

investment decision. 

February 9, 2020 | Equity Research 
 

 

 

Research 
Exelon Corporation 

Overweight/$59 
 

Diversified Electric Utilities 

Price Target Change 
 

EXC: Getting Up To Speed 

 

 

 

 Key Points.  In this note we evaluate the key pending issues facing 

EXC – most notably, the prospects for IL clean energy legislation.  

EXC shares have materially lagged the S&P Utilities on a trailing 

twelve-month basis (+3% vs. +28%) owing, in large part, to the 

disruptive impact an ongoing FBI probe into IL lobbying activities has 

had on legislative efforts.  However, we are becoming more 

optimistic that the Clean Energy Jobs Act (CEJA) will be passed in 

the spring session and believe investor expectations of this occurring 

remain low.  We recently highlighted EXC as one of our top 2 

turnaround picks for ’20 (NI being the other) and we 

continue to believe the risk/reward tilts heavily in investors’ 

favor.  We reiterate our Overweight rating and increase our forward 

price target to $59/sh from $54/sh based on our sum-of-the parts 

(SOTP) analysis.    

 Little Value for ExGen?  On a P/E basis, shares trade at 3-5% 

premiums to Regulated Electric peers on our 20-22E EPS for EXC’s 

Utilities/Parent segment ($1.96, $2.12 & $2.30).  Absent ExGen, we 

would make the case that EXC’s utilities warrant at least an in-line 

multiple to peers given similar 5-yr EPS growth prospects.  Thus, the 

current valuation arguably reflects only modest value for ExGen.  In 

our view, SOTP stories tend not to trade at the theoretical value of 

the parts.  We believe this is especially the case for regulated 

utilities where there is a premium paid for low-risk, fully regulated 

stories.  However, in this situation we think there is material upside 

even after embedding healthy conservatism in our SOTP analysis 

(detailed later in the note). 

 CEJA – The Gist.  Per the July ’19 draft, CEJA (HB3624/SB2132) 

includes a number of provisions aimed at decarbonizing IL’s 

generation fleet.  The bill has a clear renewable bias with a goal to 

add 17,000 MW of solar, 6,300 MW of wind and 1,000 MW of energy 

storage by 2030 in support of a 100% renewables target by 2050.  

That being said, the bill also provides an interim goal of 100% 

carbon-free generation by 2030, which, in all likelihood, would 

require ExGen’s 11,000 MW IL nuclear fleet to remain in-service 

(nuclear is IL’s bridge resource to the 100% renewable goal).  To 

that end, CEJA includes a provision for the ComEd zone (Northern 

IL) to be removed from the PJM capacity market and shift to a state 

capacity market run by the Illinois Power Authority (IPA). 

 Note continues on page 2… 
 

 

 

 $ 2018A 2019E 2020E 

 EPS  Curr.  Prior Curr. Prior 

Q1 (Mar.) 0.96 0.87 A NC NE   

Q2 (June) 0.71 0.60 A NC NE   

Q3 (Sep.) 0.88 0.92 A NC NE   

Q4 (Dec.) 0.58 0.74   NC NE   

FY 3.12 3.13   NC 3.07 NC 

CY 3.12 3.13   3.07  

FY P/EPS 15.5x 15.4x   15.7x  

Rev.(MM) 35,985 26,419   26,523  

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters 
NA = Not Available, NC = No Change, NE = No Estimate, NM = Not Meaningful 
V = Volatile 
non gaap 
      

 
 

 

 Ticker EXC 

 Price Target/Prior: $59/$54 

Price (02/07/2020) $48.19 

52-Week Range: $43-52 

Shares Outstanding: (MM) 971.6 

Market Cap.: (MM) $46,821.4 

S&P 500: 3,327.71 

Avg. Daily Vol.: 5,893,050 

Dividend/Yield: $1.53/3.2% 

LT Debt: (MM) $32,056.0 

LT Debt/Total Cap.: 44.7% 

ROE: 9.0% 

3-5 Yr. Est. Growth Rate: 1.0% 

CY 2020 Est. P/EPS-to-Growth: 15.7x 

Last Reporting Date: 10/31/2019 

 Before Open 

NC = No Change 

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters 
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Momentum is Building for Clean Energy 
 

Clean energy legislation failed to gain traction in the ’19 spring session as newly elected Governor Pritzker 
(D) and the majority Democratic legislature focused their sights on other more pressing matters.  

However, Gov. Pritzker appears to be making clean energy a key element of his 2020 agenda as 
evidenced by comments made in his State of the State address on 1/29 strongly advocating for 
legislation.  We also think there is a renewed sense of urgency to take action in the wake of FERC’s 
proposed PJM capacity market reform (issued on 12/19/19).  The new FERC rules clearly help fossil fuel 
generating plants to the detriment of carbon-free power (nuclear & renewables) – squarely at odds with 
the current IL government’s agenda.   
 

While there appears to be broad support for clean energy legislation, it is less clear exactly what path the 
IL legislature will take.  Complicating matters is the ongoing FBI & SEC investigations into activities 
involving a number of lobbyists affiliated with ComEd.  The probe also involves House Speaker Michael 
Madigan and a number of his associates.  While the FBI has not specified the exact nature of the 
investigation, it appears to involve potential illegal payments and hiring activities by ComEd.  To date, EXC 
and ComEd have received two grand jury subpoenas from the U.S. Attorney’s Office for the Northern 
District of Illinois.  Separately, an SEC investigation was initiated in late October 2019.  Also in October, 
Exelon Utilities CEO Anne Pramaggiore unexpectedly resigned.  There is no timetable to the investigation.  
For their part, EXC’s management has pledged full cooperation with the FBI and SEC.        
 

At the least, the investigation creates a challenging backdrop for the legislature to pass a bill that is 
financially beneficial to EXC.  In the State of the State address, Gov. Pritzker commented that he would 
not “sign an energy bill written by the utility companies.”  As a result, there is a risk that the key 
elements of CEJA that relate to EXC could be further watered down and/or a competing bill 
(Path to 100 Act) gains traction at the expense of CEJA.  The Path to 100 Act, which has the 
backing of renewable developers, is a renewable-centric bill that is less ambitious than CEJA.  Key 
elements include increasing IL’s RPS to 40% by 2030 (vs. 25% by 2025) and fostering more renewable 
investment by building on elements of the Future Energy Jobs Act (passed in late 2016).   
 

Despite EXC’s legal issues, we remain of the opinion that IL will eventually pass legislation that 
ensures the economic viability of the company’s nuclear fleet.  The reasons are not limited to the 
current administration’s ambitious clean energy goals, which we think will be very difficult to accomplish 
without the nuclear fleet.  We also highlight the importance of the nuclear facilities from a jobs and 
property tax standpoint.  Combined, the economically-distressed Braidwood, Byron & Dresden nuclear 
facilities provide local rural governments with $90mm in annual property taxes.  Notably, CEJA has 
support from a wide range of environmental groups, including the Sierra Club, along with the Citizens 
Utility Board, a notable consumer advocate group.   
 

How Did We Get Here? 
 

Acronyms Galore:  FEJA, CEJA, ZECs, FRR and the FERC MOPR 

In 2016, faced with persistently low power prices and inadequate capacity revenues, EXC management 
threatened to shut down the 1,069 MW Clinton and 1,403 MW Quad Cities nuclear plants unless IL 
provided economic support. In late 2016, IL was one of the first states to pass legislation (via FEJA) 
authorizing zero-emission credit (ZEC) payments to Clinton and Quad Cities.  The IL ZEC program 
provides up to $235mm in total revenues for Clinton & Quad Cities over a 10-yr period (through ’27).  
Clinton is located in the MISO region while Quad Cities is located in PJM.  Subsequent to the IL ZEC 
program, NJ, which also participates in the PJM capacity market, established a ZEC program for the state’s 
nuclear facilities. 
 

It was under this backdrop that the FERC began to assess whether the proliferation of state subsidy 
programs for renewables and nuclear generation was distorting the federally-regulated wholesale power 
markets to the detriment of other market participants (i.e., fossil fuel generation).  The FERC concluded 
that state subsidies create an unfair playing field.  On 12/19/19, the FERC issued an order requiring PJM 
to adopt an Expanded Minimum Offer Price Rule (MOPR) mechanism, or MOPR-Ex, for the region’s annual 
capacity market auctions.  The current MOPR allows existing resources to make zero price offers in the 
auction.  Under the MOPR-Ex, all new and existing generating resources that receive state subsidies are 
subject to a MOPR.  For an existing nuclear plant that receives ZECs, the MOPR is the avoidable cost rate 
(ACR) – the annual fixed costs less expected energy and ancillary revenues.  The ACR is expected to be 
materially higher than the MOPR for new natural gas fired generation, which means that state subsidized 
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nuclear plants are unlikely to clear future auctions.  The FERC provided PJM with 90 days to make a 
compliance filing.  PJM is seeking a rehearing on certain issues while numerous other stakeholders have 
signaled an intent to legally challenge the FERC order. 
 

In the meantime, the screws are tightening for several other ExGen nuclear plants in IL.  In PJM’s May ’18 
capacity auction for delivery year 2021/2022, portions of the 2,347 MW Byron and 2,386 MW Braidwood 
facilities and all of 1,845 MW Dresden plant failed to clear the auction.  In total, ~3.7 GW of the 9 GW of 
ExGen’s PJM nuclear generation (excluding Quad Cities) received no capacity payments via the auction for 
‘21/’22.  While nuclear production costs vary by facility, we believe ExGen’s average nuclear production 
costs are between $20-25/MWh with property taxes adding another $1-2/MWh in costs.  Thus, with 
NiHub forward ATC prices hovering between $22-24/MWh we think early retirements are likely 
in the absence of an additional revenue source. 
 

Enter CEJA.  Under the existing CEJA draft bill, IL would exercise the FRR option and airlift the ComEd 
zone out of the PJM capacity market.  The state, via the IPA, would be charged with securing capacity 
consistent with FERC reliability rules and would also seek to enter long-term power contracts with zero-

carbon emitting generators.  In Exhibit 1, we detail the key provisions of CEJA.  As contemplated, ComEd 
would be removed from PJM beginning with the delivery year ‘23/’24 – although we think there is a 
possibility it could be as soon as ‘22/’23 given the ongoing delay to PJM’s ‘22/’23 capacity auction.  Based 
on our analysis, once in place we believe CEJA could result in (1) $4-5/MWh of uplift for ExGen’s PJM IL 
nuclear fleet (excluding Quad Cities) as compared to delivery year ‘21/’22 ($33-34/MWh vs.$29/MWh in 
‘21/’22) and (2) substantially de-risk ExGen’s risk profile (CEJA would cover ~50% of ExGen’s nuclear 
fleet).  The revenue uplift translates into additional annual pre-tax cash flows of $300-350mm, or $0.25 
after-tax, as compared to status quo (NiHub ATC prices of $22-24/MWh and 5,175 MW of cleared capacity 
in future PJM auctions at a price of roughly $200/MW-Day).       
 

Exhibit 1:  Key CEJA Provisions 
 

CEJA Goals Annual Targets

Renewable Portfolio Standard 45% by 2030 / 100% by 2050

Zero-Carbon 100% by 2030

IPA Capacity Auctions Covers Period June 1 2023- May 31, 2032

Multi-Year Carbon-Free Qualified Resources capable of 75m MWh of annual supply

Equates to ~9.5 GW of nuclear capacity at 90% capacity factor

Long-term contracts up to 15 years

Generator contract option:  fixed-price or annual escalators

ZEC units not eligible

 Long-Term Renewable Goal of new wind/solar capacity capable of 20m MWh of supply (by '2030)

Initial auction for renewable resources capable of 6m MWh of annual supply

15-yr fixed-term contracts

Annual auctions for renewables capable of 2m MWh of annual supply

Carbon-Free Annual auctions for 1-yr contracts  

Energy Efficiency & Demand Resource eligible for 5-yr contracts

Open Capacity Annual capacity auction open to all resources

Needed to insure compliance with FERC reliability rules

Contract length no longer than 3 years

Prudency Review Consumer Protection Adjustment Baseline (CPAB)

Price Cap Year 1 cap:  total energy/capacity costs 5% lower than 6/1/18-5/31/19

CPAB escalates 1% annually thereafter

Inflationary reset on 6/1/27

If exceed price cap then revenues to nuclear units reduced

Key CEJA Draft Provisions

 

Sources:  IL Clean Energy Bill (HB3624 / SB2132), Wells Fargo Securities, LLC 
 

407

Attachment SDR-ROR-10(e)
407 of 559



Utilities Equity Research 

4 | Wells Fargo Securities, LLC 

Sum-of-the-Parts Analysis 

 
Our SOTP analysis suggests a present value of $54/sh and a forward (12-18 month) value of $59/sh.  
Underlying components include (1) Utilities/Parent – in-line Regulated Electric P/E multiples, (2) ExGen – 
a discounted cash flow (DCF) analysis and (3) SOTP Discount – reflects our assumption that investors 
apply a premium multiple to “pure play” regulated utilities.  We used to include a negative adjustment to 
reflect the use of ExGen free cash flow to help fund Utilities capex but we no longer consider that 
appropriate as we estimate Exelon Utilities’ operating cash flow plus debt issuances will more than cover 
capex needs. 
 

 Utilities/Parent – PV of $46/sh and forward value of $50/sh.  We apply the ’20 Regulated 

Electric median P/E multiple of 23.5X to our 20E & 21E EPS of $1.96 & $2.12 for Utility/Parent. 

 

 ExGen – PV of $11.50/sh and forward value of $13/sh.  Key assumptions underlying our 

DCF include (1) annual unlevered free cash flow FCFF of $1.9-2.0bn during the period 2020-

2039.  The period aligns with the average weighted life of ExGen’s nuclear fleet based on the 

current NRC licenses (we assume the nuclear fleet accounts for the high majority of ExGen’s 

annual unlevered FCF).  Our 20E & 21E unlevered FCF are $1.9bn each.  Longer-term, for 

ExGen to generate ~2bn of annual unlevered FCF the company will likely need subsidies to 

offset the roll-off of above-market energy hedges and lower scheduled capacity prices.  Our 

long-term unlevered FCF forecast essentially reflects $300-350mm of annual revenue uplift 

related to CEJA along with the continuation of existing ZEC programs in IL, NJ & NY.   

 

We discount the FCFF at an assumed WACC of 8.5%, which includes a 12% cost of equity 
(CoE).  As proposed, the CEJA would substantially de-risk the nuclear fleet and potentially 
argue for a lower assumed CoE.  An assumed 9% CoE would increase our PV and 
forward value for ExGen by nearly $3/sh each.    
 

 SOTP Discount – PV and forward value of ($4/sh).  We effectively adjust our value for 

Utilities/Parent down by 7.5%.  This reflects our assessment of the appropriate discount to 

apply in the case of EXC considering ExGen substantially adds to EXC’s overall risk profile and 

likely reduces the company’s overall potential investor base. 

 

In Exhibit 2 we provide the key assumptions underlying our PV analysis, which indicates shares are 11% 
undervalued.  A few points:  (1) the current share price is only $2/sh above our assessed PV for 
Utilities/Parent and (2) our DCF analysis suggests ExGen should trade at an EV/EBITDA multiple of 7.5X 
vs. the current implied multiple of 4X. 
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Exhibit 2:  SOTP Analysis Indicates Shares Currently 10% Undervalued 
 

EXC Present Value Analysis Notes

ExGen:  DCF Present Value / sh $11.45 DCF analysis - key assumptions:  

(1) Annual unlevered FCF of $1.9-2.0bn during 2020-2039

(2) Discount Rate of ~8.5% (WACC)

      - Cost of Equity = 12% (reflects high risk)

      - Pre-Tax Cost of Debt  = 5.0%
 

EV/EBITDA of ExGen based on our DCF analysis

     Enterprise Value (mm)

          ExGen Net Debt $7,594 As of 9/30/19 - includes non-recourse debt

          Equity $11,167 $11.45 (PV / sh) X 976mm shares outstanding

     Total EV $18,761

     EBITDA - 2020E $2,528

EV/EBITDA (X) 7.4

EV/EBITDA implied by current equity valuation

Utility / Parent Value

     EPS - 2020E $1.96

     Median 2020 Regulated P/E (X) 23.5

     Utility / Parent Valuation / sh $46.01 Median peer group P/E for 2020 X 20E EPS of $1.96

     Implied Utility / Parent Equity Value (mm) $44,892

Total Market Capitalization (mm) $47,155

     Implied ExGen Equity Value (mm) $2,263 Market cap less implied Utility / Parent Equity Value

     ExGen Debt (mm) $7,594

     Total ExGen Implied EV (mm) $9,857

     EBITDA - 2020E (mm) $2,528

Implied EV/EBITDA (X) 3.9 Multiple implied by EXC's current valuation

EXC Present Value Analysis (per share) Notes

Utility / Parent PV $46.01

ExGen $11.45

SOTP Discount ($3.45) Apply a 5-10% discount to P/E applied to Utility/Parent 20E EPS 

Total PV $54.01

EXC Share Price (2/7/20) $48.19 Holding all other variables constant, the current valuation

% Discount 11% reflects no ExGen unlevered FCF after 2030.  

Sources:  Wells Fargo Securities, LLC and EXC company filings     
 

 
 
 
 
 
 
 
Acronyms: 
ATC – Around-the-Clock 
FERC – Federal Energy Regulatory Commission 
MISO – Midcontinent Independent System Operator 
MWh – Megawatt-hour 
NRC – Nuclear Regulatory Commission  
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Price Target 

Price Target: $59 from $54 

Our $59/sh price target is premised on a sum-of-the-parts analysis (1) Utilities & Parent value of $50/sh 
(based on the 2020 Mid/Large Cap Regulated Electric P/E median of 23.5X applied to our 2021E of $2.12), 

(2) $13/sh for ExGen using a DCF analysis and (3) -$4/sh to reflect a sum-of-the-parts discount (5-10% 
discount to our Utilities/Parent value). Risks include commodity price sensitivity and lack of ability to gain 
regulatory/policy support for ExGen's economically distressed nuclear fleet. 

Investment Thesis 

Our Overweight rating reflects our belief that shares do not adequately reflect the value of the nuclear 
fleet given potential policy support. 

Company Description 

EXC's business segments include regulated Energy Delivery (ComEd, PECO & PHI) and independent power 
production (Exelon Generation). The Energy Delivery businesses serve 10 million customers across the 
Mid-Atlantic and Midwest.  Exelon Generation owns approximately 32,000 MW of unregulated electric 
generating capacity, primarily located in Illinois and Pennsylvania. The company's 19,000 MW nuclear fleet 
is the largest in the nation. Generation currently accounts for approximately 40% of EXC's overall 
earnings. 
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Required Disclosures 
 

 

 
 

 

 

 

 

 

Additional Information Available Upon Request 

 

I certify that: 
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or 
issuers discussed; and  
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by me in this research report. 
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 Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from an affiliate of Exelon 
Corporation  in the past 12 months. 

 Wells Fargo Securities, LLC, or any of its affiliates, intends to seek or expects to receive compensation for investment banking 
services from Exelon Corporation in the next three months. 

 Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in 
the next three months from an affiliate of Exelon Corporation 

 Wells Fargo Securities, LLC or its affiliates managed or co managed a public offering of securities for an affiliate of Exelon 
Corporation  within the past 12 months 

 Wells Fargo Securities, LLC maintains a market in the common stock of Exelon Corporation. 

 Wells Fargo Securities, LLC or its affiliates has a significant financial interest in Exelon Corporation. 

 
EXC: Risks include commodity price sensitivity and lack of ability to gain regulatory/policy support for ExGen's economically 
distressed nuclear fleet. 
 
Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. 
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability 
and revenue of the firm, which includes, but is not limited to investment banking revenue. 
 
STOCK RATING 
1=Overweight: Total return on stock expected to be 10%+ over the next 12 months. BUY 
2=Equal Weight: Total return on stock expected to be 0-10% over the next 12 months. HOLD 
3=Underweight: Total return on stock expected to lag the Overweight- and Equal Weight-rated stocks within the analyst's 
coverage universe over the next 12 months. SELL 
 

VOLATILITY RATING 
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the 

analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading. 

 
As of: February 9, 2020  

50% of companies covered by Wells Fargo Securities, LLC Equity 
Research are rated Overweight. 

Wells Fargo Securities, LLC has provided investment banking 
services for 38% of its Equity Research Overweight-rated 
companies. 

40% of companies covered by Wells Fargo Securities, LLC Equity 
Research are rated Equal Weight. 

Wells Fargo Securities, LLC has provided investment banking 
services for 30% of its Equity Research Equal Weight-rated 
companies. 

10% of companies covered by Wells Fargo Securities, LLC Equity 
Research are rated Underweight. 

Wells Fargo Securities, LLC has provided investment banking 
services for 24% of its Equity Research Underweight-rated 
companies. 

  

Important Disclosure for U.S. Clients 
This report was prepared by Wells Fargo Securities Global Research Department (“WFS Research”) personnel associated with  
Wells Fargo Securities and Structured Asset Investors, LLC (“SAI”), an investment adviser subsidiary of Wells Fargo & Co.  If you are 
paying directly for this research, it is being provided by SAI. For all other recipients in the U.S. this report is being provided by  
Wells Fargo Securities. 

Important Disclosure for International Clients 
          

EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain 
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited (“WFSIL”). 
WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Conduct Authority. For the purposes of 
Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this report has been approved by WFSIL, 
an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). The 
FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail clients will therefore not apply, nor will 
the Financial Services Compensation Scheme be available. This report is not intended for, and should not be relied upon by, retail 
clients. 

Australia – Wells Fargo Securities, LLC, Wells Fargo Securities International Limited and Wells Fargo Securities Asia Limited are 
exempt from the requirements to hold an Australian financial services license in respect of the financial services they provide to 
wholesale clients in Australia.  Wells Fargo Securities, LLC is regulated under the laws of the United States,  
Wells Fargo Securities International Limited is regulated under laws of the United Kingdom, and Wells Fargo Securities Asia Limited 
is regulated under the laws of Hong Kong.  All such laws differ from Australian laws.  Any offer or documentation provided to 
Australian recipients by Wells Fargo Securities, LLC, Wells Fargo Securities International Limited or  
Wells Fargo Securities Asia Limited in the course of providing the financial services will be prepared in accordance with the laws of 
the United States, United Kingdom or Hong Kong and not Australian laws. 
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Canada – This report is distributed in Canada by Wells Fargo Securities Canada, Ltd., a registered investment dealer in Canada and 
member of the Investment Industry Regulatory Organization of Canada (IIROC) and Canadian Investor Protection Fund (CIPF). 
Wells Fargo Securities, LLC’s research analysts may participate in company events such as site visits but are generally prohibited 
from accepting payment or reimbursement by the subject companies for associated expenses unless pre-authorized by members of 
Research Management. 

Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong 
incorporated investment firm licensed and regulated by the Securities and Futures Commission to carry on types 1, 4, 6 and 9 
regulated activities (as defined in the Securities and Futures Ordinance (Cap. 571 The Laws of Hong Kong), “the SFO”). This report 
is not intended for, and should not be relied on by, any person other than professional investors (as defined in the SFO). Any 
securities and related financial instruments described herein are not intended for sale, nor will be sold, to any person other than 
professional investors (as defined in the SFO).  The author or authors of this report is or are not licensed by the Securities and 
Futures Commission.  Professional investors who receive this report should direct any queries regarding its contents to Kelly Chiang 
and Mandy Wan at WFSAL (email: wfsalresearch@wellsfargo.com). 

Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance 
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into 
investment advisory or discretionary investment contracts.  This report is intended for distribution only to professional investors 
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers (Ippan Toushika). 

The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan 
(JFSA) but by group companies of JFSA-registered rating agencies.   These group companies may include Moody’s Investors 
Services Inc., Standard & Poor’s Rating Services and/or Fitch Ratings.  Any decisions to invest in securities or transactions should be 
made after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of 
the credit ratings stated on the respective rating agencies’ websites. 
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About Wells Fargo Securities 
Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its 
subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and 
Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA 
and SIPC, Wells Fargo Securities Canada, Ltd., a member of IIROC and CIPF, Wells Fargo Bank, N.A. and  
Wells Fargo Securities International Limited, authorized and regulated by the Financial Conduct Authority. 

This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments 
named or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that 
provided this report to them, if they desire further information or they wish to effect transactions in the securities discussed in this 
report. The information in this report has been obtained or derived from sources believed by Wells Fargo Securities Global Research 
Department (“WFS Research”), to be reliable, but WFS Research does not represent that this information is accurate or complete. 
Any opinions or estimates contained in this report represent the judgment of WFS Research, at this time, and are subject to change 
without notice. Certain text, images, graphics, screenshots and audio or video clips included in this report are protected by copyright 
law and owned by third parties (collectively, “Third Party Content”). Third Party Content is made available to clients by Wells Fargo 
under license or otherwise in accordance with applicable law. Any use or publication of Third Party Content included in this report for 
purposes other than fair use requires permission from the copyright owner. Any external website links included in this publication 
are not maintained, controlled or operated by Wells Fargo Securities. Wells Fargo Securities does not provide the products and 
services on these websites and the views expressed on these websites do not necessarily represent those of Wells Fargo Securities. 
Please review the applicable privacy and security policies and terms and conditions for the website you are visiting. All 
Wells Fargo Securities and SAI research reports published by WFS Research are disseminated and available to all clients 
simultaneously through electronic publication to our internal client websites. Additional distribution may be done by sales personnel 
via email, fax or regular mail. Clients may also receive our research via third party vendors. Not all research content is redistributed 
to our clients or available to third-party aggregators, nor is WFS Research responsible for the redistribution of our research by third 
party aggregators. Equity Strategists focus on investment themes across the equity markets and sectors.  Any discussion within an 
Equity Strategy report of specific securities is not intended to provide a fundamental analysis of any individual company described 
therein.  The information provided in Equity Strategy reports is subject to change without notice, and investors should not expect 
continuing information or additional reports relating to any security described therein. For research or other data available on a 
particular security, please contact your sales representative or go to http://www.wellsfargoresearch.com. For the purposes of the 
U.K. Financial Conduct Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC 
and Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright © 2020  
Wells Fargo Securities, LLC 

 
 
 
 
 

 

 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 
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Alert
February 03, 2020

Energy: Electric Utilities

Heads Up – The Week Ahead in Utilities: AGR, DTE, AVA, CNP, AEP, EXC, SO
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Sangita  Jain, CFA / (917) 368-2354 / sangita.jain@key.com

Daniel  Tricarico / (917) 368-2238 / daniel.p.tricarico@key.com

Earnings for utilites under our coverage continue this week with DTE and FE reporting full-year results; Opponents
of AGR's NECEC transmission project to announce signature gathering results; Reply briefs due for DTE in MI; Post
hearing briefs due for AVA in WA (where a partial settlement was already reached); Final decisions postponed in TX
GRCs again; AEP's PSO files RFP for additional capacity in OK; Grid Mod push in DC to support EXC's PEPCO
capital plan; SO's Alabama Power seeks 2.4 GW of gas capacity given predicted shortfall.

NEE, WEC, CMS, and XEL kicked off the 4Q earnings season for utilities. NEE reported a slight miss for the full year, but reiterated
its LT view for the business; WEC beat full-year operating guidance for the 16th year in a row driven by meaningful cost efficiencies;
CMS reported FY19 in line with expectations and slightly raised FY20 earnings expectations; XEL beat estimates and reaffirmed 2020
guidance and LT outlook. This upcoming week, DTE (2/5) and FE (2/7) report 4Q and FY19 operating performance.

A full regulatory calendar for companies under our coverage is presented below. Some notable dates this week include:

Opponents of AGR's NECEC project in ME to announce signature gathering results on February 3. As a reminder, management
has been working under the assumption that the referendum challenging the transmission project will garner enough signatures to
get on the ballot in ME in November 2020. The sentiment coincides with Election Day in late October 2019, where the opposition
generated 25,000 of the necessary 65,000 signatures in that one day. Regardless of whether the required number of votes were
achieved, management highlighted its expectation to begin construction in the middle of 2020 once all necessary permits have been
acquired – a call which appears to stem from a defensible legal position. We are cautious on the decision to proceed with construction
just ahead of the ballot as we are concerned about potential political implications in the state.

Reply briefs due in DTE's electric rate case in MI on February 6. As a reminder, Staff testimony was filed in DTE's electric rate
case on November 6, recommending a $195M revenue increase premised on a 9.8% ROE (38% equity) and a 5.43% rate of return on
an $18.12B rate base. The recommendation compares to the Company's request for a $351M revenue increase premised on 10.5%
ROE (which compares to its current authorized ROE of 10.0%) and a 5.73% rate of return on an $18.25B rate base. The Company
is also requesting a permanent capital structure of 50/50 equity and debt. DTE files the request to increase electric rates to recover
costs associated with incremental capital expenditures, changes in capital structure, and increased O&M expenses. The ALJ's PFD
is expected on March 5 and a final decision is slated for May 8.

Post hearing briefs due in AVA's WA GRC on February 5. For reference, the previously filed stipulation agreement calls for a revenue
requirement increase of $28.5M for electric and $8.0M for gas, which compares to the Company's requests of $45.8M and $12.9M,
respectively, and the Staff's recommendations of $17.6M and $7.0M, respectively, for electric and gas. The stipulated cost of capital
figures result in a total return of 7.21%, which is made up of a 9.4% ROE on a 48.5% equity layer, which compares to the Company's
request for a 9.9% ROE (50% equity) and the Staff's recommendation of 9.3% (48.5% equity). The Company requested a two-year
rate plan, but the agreement in this case is for one year. After a commission order, rates become effective on April 1, and we expect
the Company to file for another electric and gas rate case in the state shortly thereafter. Issues that remain outstanding include the gas
revenue requirement, the Company's decoupling proposal, and the deferral period related to the agreed-upon ERM refund of $34M.

Recent developments for companies under our coverage include:

CNP/AEP - Final decisions postponed in TX GRCs due to Chairman's absence (illness):

● Although not confirmed, we expect both cases to be taken up at the next PUCT open meeting on February 14. We will monitor
the dockets for the potential announcement of a special meeting given the proceedings have already been extended beyond the
185 statutory deadline.

● We wrote on CNP's filed stipulation agreement and updated forward estimates on January 21. At this week's open meeting, we
will be watching to see how the PUCT treats stipulated ROE and capitalization figures from the settlement and ultimately rules on
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possible dividend restrictions and other ring-fencing measures. As a reminder, stipulated rate case parameters outlined in CNP's
8K filing are roughly in line with our expectations, with both ROE and equity layer edging closer to the 2019 ALJ recommendation
and translating to comparable FFO/OI shortfalls. The settlement is mute on CEHE recap, and CNP's leverage metrics would need
to be addressed, with the possible strategy open to interpretation given recent headlines.

● For AEP-TX, the Company notified the Commission of an all-party settlement on January 31 with detailed filings expected soon. We
anticipate ROE and equity figures similar to that of CNP's recently filed settlement agreement.As a reminder, the ALJ recommended
the PUCT authorize a gross $2.4M electric base rate increase premised on a 9.4% ROE (45% equity), which, after a $22.2M tax
refund, would result in a net decrease of $19.8M for electric retail customers. Similar to the ALJ recommendation in CNP's TX
rate case, the recommended ROE in this case is ~9.4% on a 55/45 debt-equity capital structure, while the ALJ also recommended
adopting ring-fencing provisions for AEP as well as disallowing certain rate base additions related to incentive compensation and
vegetation management costs. Given that CNP's stipulated equity ratio is 42.5%, we see some potential downside to AEP's ALJ.

AEP - PSO files RFPs for ST capacity:

● On January 29, AEP's Public Service Company of Oklahoma (PSO) announced its sought proposals for the Company to purchase
between 500 and 800 MW for a term of three to five years starting in June 2022.

● The RFPs for capacity are relatively ST in nature and require a minimum quantity of 60 MW connected to the SPP transmission
system. Specifically, the forecasted additional capacity needed in 2022 totals 500 MW, but increases to 800 MW by 2026 given the
cadence of expiring PPAs and planned retirement of owned capacity.

● The capacity associated with the RFPs is in addition to the expected wind capacity additions from NC Wind, which equals 675
MW for PSO's shares of the three wind projects. As a reminder, back in December 2019, AEP's PSO, the OCC Staff, and other
stakeholders reached an agreement for the terms under which PSO will acquire a 45.5% ownership stake in NC Wind.

EXC - Grid modernization push in DC to support Potomac Electric capital plan:

● On January 24, Washington D.C.'s PSC issued the first order in the district's grid mod docket (Power Path DC) outlining the potential
changes to electric rate design and highlighting micro-grids as the preferred method for improving resiliency and security.

● The order further calls on EXC's Potomac Electric Power (PEPCO) to file an electric rate design draft proposal within 90 days to
be considered by a newly created "working group" as well as a residential time-of-use pilot proposal within 45 days for commission
review.

● Although the order was relatively scant on details, we view the order positively for EXC given the underlying support for future capital
spend with respect to the state's 100% RPS goal by 2032.

SO - Alabama Power seeks 2,400 MW of gas capacity:

● On January 27, SO's Alabama Power (AP) filed testimony in its 2019 IRP (Docket 32953) rebuking criticism from interveners
around the Company's intentions to add significant gas capacity to its system through acquisitions, new builds and additional power
contracts.

● An AP executive claimed that utility would face a winter capacity shortfall of 1,650 MW in 2020 that would grow to more than 2,200
MW over the next five years. The remaining 200 MW would account for the reduced output at the Company's Greene County gas
plant. AP is requesting the AL PSC issue a certificate of convenience and necessity to procure the additional capacity.

● We foresee the pushback from environmental groups and associations as a notable test of the state's current appetite for gas,
and given more stringent attitudes toward incremental gas investment in other parts of the country, we think the Commission's
assessment of the plan could prove indicative of both the state and region's future appetite for the fuel source.
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Regulatory Calendar:

Recent Research:

POR: Initiating Coverage with SW Rating

CNP: As the Dust Settles, Post-GRC Future Begins to Take Shape

Utilities: Great Expectations – 2020 Sector Outlook and Valuation Update

SO: Beyond Vogtle; Upgrading to Overweight with a $71 Price Target

FERC MOPRs Nukes - First Read

OTTR: Initiating Coverage with OW Rating

With the Wind in Its Sails - Notes from AEP HQ Visit

We hosted a series of constructive company and investor meetings at the EEI conference in November. Read our takeaways
here.

ES: Valuation Full, They Said? We Beg to Differ

SRE - ALERT: LNG-Like Growth with Utility-Like Risk Profile; Notes from Management Meetings

XEL: Strong Growth Story Continues; Notes from XEL Meetings

Mirror, Mirror on the Wall, Who's the Fairest of Them All? Launching Coverage of Residential Solar Space

Utilities: Looking for Opportunities at the End of the Cycle
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KBCM Comp Sheet:

Source: KeyBanc Capital Markets Inc. estimates, Thomson Reuters. Note: ED, ETR, XEL price targets are under review pending upcoming 4Q earnings results.

Price Performance YTD:

Source: Thomson Reuters. Note: Results presented cannot and should not be used as an indicator of future performance.

Power Curves

Below, we present forward power curves in key U.S. power markets, including NE ISO (Connecticut), NY ISO (zone J), PJM Eastern
Hub and PJM West, ERCOT South, Gulf Coast, Illinois, Midwest, and CA ISO (Palo Verde). Movements in power curves directly impact
names under our coverage with merchant power arms: EXC and PEG.

Over the past week, 2019 forward power prices dropped slightly in Northern California, PJM East, and NE ISO with a 0-2% decline,
while ERCOT South, Southern California, and Oregon were uniquely higher. Forward power prices for 2020 and 2021 were mixed in
most regions, with changes ranging from -2% to 2%.
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Figure 1 - Forward Power Curves

Source: SNL, KeyBanc Capital Markets Inc.
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Forward Power Curves (Cont'd)

Source: SNL, KeyBanc Capital Markets Inc.

Electric Utilities Quick Alert

February 3, 2020
Sophie Karp

Pg.6
(917) 368-2361 / sophie.karp@key.com422

Attachment SDR-ROR-10(e)
422 of 559



Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 237 44.05 55 23.21

Sector Weight [SW] 287 53.35 46 16.03

Underweight [UW] 14 2.60 3 21.43
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 30 55.56 12 40.00

Sector Weight [SW] 22 40.74 10 45.45

Underweight [UW] 2 3.70 1 50.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures.
Citi Research is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its research reports. As a result, 
investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 
factor in making their investment decision. Certain products (not inconsistent with the author's published research) are available only on Citi's portals.
 

26 Jan 2020 20:33:38 ET │ 9 pages   Diversified Utilities
North America │ United States

Exelon Corp (EXC)
Model Update

 We have updated our EXC model for Q3’19 financials and power curves as of 
01/10/2020. Citi’s 2019/20/21 EPS estimates go to $3.14/$2.96/$2.86 from 
$3.14/$3.11/$2.93/share. Our sum of the parts target price decreases to $49.

 Estimate Change
 Target Price Change



Praful Mehta AC

+1-212-816-5431
mehta.praful@citi.com
 

Neutral 2
Price (24 Jan 20 16:00) US$47.73
Target price US$49.00

from US$50.00  
Expected share price return 2.7%
Expected dividend yield 3.0%
Expected total return 5.7%
Market Cap US$46,399M

Price Performance
(RIC: EXC.O, BB: EXC US)

       

EPS (US$) Q1 Q2 Q3 Q4 FY FC Cons VA Cons
2018A 0.96A 0.71A 0.88A 0.58A 3.12A 3.12A 3.12A

2019E 0.87A 0.60A 0.92A 0.74E 3.14E 3.12E 3.10E

Previous 0.87A 0.60A 0.88E 0.80E 3.14E na na

2020E 0.79E 0.60E 0.93E 0.65E 2.96E 3.03E 2.99E

Previous 0.83E 0.63E 0.97E 0.68E 3.11E na na

2021E 0.79E 0.59E 0.88E 0.60E 2.86E 2.96E 3.03E

Previous 0.81E 0.60E 0.90E 0.61E 2.93E na na
 

       

Source: Company Reports and dataCentral, Citi Research.   FC Cons: First Call Consensus. VA Cons: Visible Alpha Consensus.
Click here for Visible Alpha consensus data

Citi Research

   Equities
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EXC.O: Fiscal year end 31-Dec Price: US$47.73;  TP: US$49.00;  Market Cap: US$46,399m;  Recomm: Neutral
Profit & Loss (US$m) 2017 2018 2019E 2020E 2021E Valuation ratios 2017 2018 2019E 2020E 2021E
Sales revenue 33,531 35,985 32,672 26,916 27,161 PE (x) 18.3 15.3 15.2 16.1 16.7
Cost of sales -14,035 -16,670 -13,683 -7,970 -8,077 PB (x) 1.5 1.5 1.4 1.4 1.3
Gross profit 19,496 19,315 18,990 18,946 19,084 EV/EBITDA (x) 10.4 10.8 10.0 9.8 9.6
Gross Margin (%) 58.1 53.7 58.1 70.4 70.3 FCF yield (%) -0.2 2.3 1.8 2.4 1.0
EBITDA (Adj) 8,514 8,195 8,941 9,159 9,400 Dividend yield (%) 2.7 2.9 3.0 3.2 3.3
EBITDA Margin (Adj) (%) 25.4 22.8 27.4 34.0 34.6 Payout ratio (%) 50 44 45 51 55
Depreciation -3,828 -4,353 -4,271 -4,354 -4,565 ROE (%) 13.5 6.6 9.1 8.7 8.1
Amortisation 0 0 0 0 0 Cashflow (US$m) 2017 2018 2019E 2020E 2021E
EBIT (Adj) 4,260 3,898 4,536 4,805 4,835 EBITDA 7,646 8,195 8,941 9,159 9,400
EBIT Margin (Adj) (%) 12.7 10.8 13.9 17.9 17.8 Working capital -1,815 -1,020 -1,125 -184 -184
Net interest -1,560 -1,554 -1,676 -1,778 -1,807 Other 1,649 1,469 233 -355 -1,306
Associates 0 0 -170 0 0 Operating cashflow 7,480 8,644 8,049 8,620 7,910
Non-Op/Except/Other Adj 1,056 -112 1,048 533 435 Capex -7,584 -7,594 -7,222 -7,500 -7,425
Pre-tax profit 3,756 2,232 3,739 3,560 3,462 Net acq/disposals -257 -298 0 0 0
Tax 125 -120 -792 -685 -675 Other -93 58 0 0 0
Extraord./Min.Int./Pref.div. -111 -102 -69 0 0 Investing cashflow -7,934 -7,834 -7,222 -7,500 -7,425
Reported net profit 3,770 2,010 2,878 2,875 2,787 Dividends paid -1,236 -1,332 -1,409 -1,470 -1,546
Net Margin (%) 11.2 5.6 8.8 10.7 10.3 Financing cashflow 717 -219 -1,099 -1,120 -485
Core NPAT 2,471 3,026 3,045 2,879 2,791 Net change in cash 263 591 -271 0 0
Per share data 2017 2018 2019E 2020E 2021E Free cashflow to s/holders -104 1,050 828 1,120 485
Reported EPS ($) 3.98 2.07 2.97 2.95 2.86
Core EPS ($) 2.61 3.12 3.14 2.96 2.86
DPS ($) 1.31 1.38 1.43 1.51 1.59
CFPS ($) 7.90 8.92 8.30 8.85 8.11
FCFPS ($) -0.11 1.08 0.85 1.15 0.50
BVPS ($) 31.53 31.81 33.54 34.84 36.04
Wtd avg ord shares (m) 947 967 966 970 972
Wtd avg diluted shares (m) 947 969 970 974 976
Growth rates 2017 2018 2019E 2020E 2021E
Sales revenue (%) 6.9 7.3 -9.2 -17.6 0.9
EBIT (Adj) (%) 36.9 -8.5 16.4 5.9 0.6
Core NPAT (%) -0.7 22.5 0.6 -5.4 -3.1
Core EPS (%) -2.8 19.7 0.6 -5.9 -3.3
Balance Sheet (US$m) 2017 2018 2019E 2020E 2021E
Cash & cash equiv. 898 1,349 500 500 500
Accounts receivables 5,533 5,863 5,273 5,273 5,273
Inventory 1,651 1,685 1,783 1,783 1,783
Net fixed & other tangibles 89,191 90,315 95,477 97,715 99,796
Goodwill & intangibles 14,698 14,914 14,799 14,799 14,799
Financial & other assets 4,729 5,540 4,428 4,425 4,425
Total assets 116,700 119,666 122,260 124,495 126,576
Accounts payable 3,532 3,800 3,348 3,348 3,348
Short-term debt 3,017 2,063 5,267 5,267 5,267
Long-term debt 32,565 34,465 31,488 31,837 32,898
Provisions & other liab 45,454 46,268 47,444 47,924 47,703
Total liabilities 84,568 86,596 87,547 88,377 89,216
Shareholders' equity 29,857 30,764 32,384 33,789 35,030
Minority interests 2,275 2,306 2,329 2,329 2,329
Total equity 32,132 33,070 34,713 36,118 37,359
Net debt (Adj) 34,684 35,179 36,255 36,604 37,665
Net debt to equity (Adj) (%) 107.9 106.4 104.4 101.3 100.8

For definitions of the items in this table, please click here.

  

429

Attachment SDR-ROR-10(e)
429 of 559

https://ir.citi.com/2iWRlyAuqKE%2fQXqDPdcy87Sc91Ck91SIech0Ig8XSGDVqNRUWD%2fo1jyPE9F5o0huhY%2bnGZcP5Ob%2fRabASR%2fsAA%3d%3d


Exelon Corp (EXC)
26 January 2020 Citi Research

3

 

Exelon Corp
Company description
Exelon Corp (EXC) is an integrated electric and gas utility that operates six utilities 
in Pennsylvania, Illinois, New Jersey, DC, Delaware, and Maryland and the largest 
deregulated nuclear fleet in the United States. Exelon's regulated businesses 
consist of Atlantic City Electric, BGE, ComEd, Delmarva Power, PECO, and Pepco. 
Exelon Generation operates the largest nuclear fleet in the United States, with 
plants concentrated in the Midwest and the Mid-Atlantic regions.

Investment strategy
We rate the shares of Exelon Corp Neutral (2).

Our rating is partly based on the IL, NY, and NJ ZECs as they provide significant 
financial support for nuclear plants and that will further improve EXC's financial 
strength and valuation. We like this regulated utility's robust growth profile of 6-8% 
through 2020E.

Valuation
We value EXC using a sum-of-the-parts approach to get to our $49 price target. Citi 
values ExGen at ~$3/share. Our valuation is based on a 5.5x 2021E EBITDA 
multiple and WACC of 8.0%. The legacy utility business is valued at $34/share 
based on an LTM 21x terminal PE multiple. The LTM terminal multiple implies a 
2021 PE multiple of 22x , above peers trading at ~20.0x. We also add $10/share 
value provided by PEPCO. We back out ~$5/share for the parent net debt and add 
~$4share for ZECs and ~$1/share for PJM Price formation. The rounded sum of the 
parts gets us our rounded PT of $49/share.

Risks
Commodity price risk affecting merchant generation – If natural gas prices rise, 
wholesale power prices will likely rise, raising commodity margins. 

Exelon is inherently a long natural gas position since natural gas generation sets 
the price of power in its key generation markets. If forward natural gas prices rise 
significantly from current prices, Exelon’s earnings will likely exceed our forecasts.

Regulatory risk – All regulated utilities are subject to state and federal regulatory 
agencies that can materially affect shareholder returns. Failure to obtain fair 
recovery for capital expenditures or increases in operating costs can diminish 
returns to shareholders and adversely affect the share price. 

Credit rating – Exelon’s generation business is currently two notches above a high 
yield credit rating, but declining cash flows at the merchant business presents some 
risk of a possible credit rating downgrade barring deleveraging through an equity 
issuance, asset sale, or other means. If ExGen’s credit rating is lowered to high 
yield status, ExGen would likely have to increase their collateral and it could 
pressure hedging activities going forward, which would reduce our earnings outlook. 
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If the impact on the company from any of these factors proves to be more 
negative/positive than we anticipate, the stock will likely have difficulty achieving our 
financial and price targets.

Appendix A-1
Analyst Certification
The research analysts primarily responsible for the preparation and content of this research report are either (i) designated by “AC” in the author 
block or (ii) listed in bold alongside content which is attributable to that analyst. If multiple AC analysts are designated in the author block, each 
analyst is certifying with respect to the entire research report other than (a) content attributable to another AC certifying analyst listed in bold 
alongside the content and (b) views expressed solely with respect to a specific issuer which are attributable to another AC certifying analyst 
identified in the price charts or rating history tables for that issuer shown below. Each of these analysts certify, with respect to the sections of 
the report for which they are responsible: (1) that the views expressed therein accurately reflect their personal views about each issuer and 
security referenced and were prepared in an independent manner, including with respect to Citigroup Global Markets Inc. and its affiliates; and 
(2) no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Exelon Corp.
Citigroup Global Markets Inc. owns a position of 1 million USD or more in the debt securities of Exelon Corp.
Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Exelon 
Corp.
Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Exelon Corp in 
the past 12 months.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: Exelon Corp.
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Exelon Corp.
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Exelon Corp. (For an explanation of the determination of 
significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citiVelocity.com.)
Disclosure for investors in the Republic of Turkey: Under Capital Markets Law of Turkey (Law No: 6362), the investment information, comments and 
recommendations stated here, are not within the scope of investment advisory activity. Investment advisory service is provided in accordance with a contract 
of engagement on investment advisory concluded between brokerage houses, portfolio management companies, non-deposit banks and clients. Comments 
and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit 
to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not 
bring about outcomes that fit your expectations. Furthermore, Citi Research is a division of Citigroup Global Markets Inc. (the “Firm”), which does and seeks 
to do business with companies and/or trades on securities covered in this research reports. As a result, investors should be aware that the Firm may have a 
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conflict of interest that could affect the objectivity of this report, however investors should also note that the Firm has in place organisational and 
administrative arrangements to manage potential conflicts of interest of this nature.
Analysts’ compensation is determined by Citi Research management and Citigroup’s senior management and is based upon activities and services intended 
to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates (the “Firm”). Compensation is not linked to specific transactions or 
recommendations. Like all Firm employees, analysts receive compensation that is impacted by overall Firm profitability which includes investment banking, 
sales and trading, and principal trading revenues. One factor in equity research analyst compensation is arranging corporate access events between 
institutional clients and the management teams of covered companies. Typically, company management is more likely to participate when the analyst has a 
positive view of the company.
For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
basis.
Unless stated otherwise neither the Research Analyst nor any member of their team has viewed the material operations of the Companies for which an 
investment view has been provided within the past 12 months.
For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the 
Product"), please contact Citi Research, 388 Greenwich Street, 30th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's 
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   Valuation and Risk assessments can be found in the text of the 
most recent research note/report regarding the subject company. Pursuant to the Market Abuse Regulation a history of all Citi Research recommendations 
published during the preceding 12-month period can be accessed via Citi Velocity (https://www.citivelocity.com/cv2) or your standard distribution portal. 
Historical disclosures (for up to the past three years) will be provided upon request.
Citi Research Equity Ratings Distribution

12 Month Rating Catalyst Watch
Data current as of 31 Dec 2019 Buy Hold Sell Buy Hold Sell
Citi Research Global Fundamental Coverage 52% 36% 11% 16% 77% 7%

% of companies in each rating category that are investment banking clients 65% 63% 60% 70% 63% 66%
Guide to Citi Research Fundamental Research Investment Ratings:
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return 
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months.  The target 
price is based on a 12 month time horizon. The Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell 
(3) for negative ETR. Any covered stock not assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are 
insufficient valuation drivers and/or investment catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research 
management not to assign a target price and, thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional 
circumstances (e.g. lack of information critical to the analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading 
suspension). As soon as practically possible, the analyst will publish a note re-establishing a rating and investment thesis. To satisfy regulatory 
requirements, we correspond Under Review and Neutral to Hold in our ratings distribution table for our 12-month fundamental rating system. However, we 
reiterate that we do not consider Under Review to be a recommendation. Investment ratings are determined by the ranges described above at the time of 
initiation of coverage, a change in investment and/or risk rating, or a change in target price (subject to limited management discretion). At other times, the 
expected total returns may fall outside of these ranges because of market price movements and/or other short-term volatility or trading patterns. Such interim 
deviations from specified ranges will be permitted but will become subject to review by Research Management. Your decision to buy or sell a security should 
be based upon your personal investment objectives and should be made only after evaluating the stock's expected performance and risk.
Catalyst Watch Upside/Downside calls:
Citi Research may also include a Catalyst Watch Upside or Downside call to highlight specific near-term catalysts or events impacting the company or the 
market that are expected to influence the share price over a specified period of 30 or 90 days. A Catalyst Watch Upside (Downside) call indicates that the 
analyst expects the share price to rise (fall) in absolute terms over the specified period. A Catalyst Watch Upside/Downside call will automatically expire at 
the end of the specified 30/90 day period; the analyst may also close a Catalyst Watch call prior to the end of the specified period in a published research 
note. A Catalyst Watch Upside or Downside call may be different from and does not affect a stock’s fundamental equity rating, which reflects a longer-term 
total absolute return expectation. For purposes of FINRA ratings-distribution-disclosure rules, a Catalyst Watch Upside call corresponds to a buy 
recommendation and a Catalyst Watch Downside call corresponds to a sell recommendation. Any stock not assigned to a Catalyst Watch Upside or Catalyst 
Watch Downside call is considered Catalyst Watch Non-Rated (CWNR). For purposes of FINRA ratings-distribution-disclosure rules, we correspond CWNR 
to Hold in our ratings distribution table for our Catalyst Watch Upside/Downside rating system. However, we reiterate that we do not consider CWNR to be a 
recommendation. For all Catalyst Watch Upside/Downside calls, risk exists that the catalyst(s) and associated share-price movement will not materialize as 
expected.
NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the FINRA Rule 2241 restrictions on communications with a subject company, public appearances and 
trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:
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Citigroup Global Markets Inc Praful Mehta
OTHER DISCLOSURES
Any price(s) of instruments mentioned in recommendations are as of the prior day’s market close on the primary market for the instrument, unless otherwise 
stated.
The completion and first dissemination of any recommendations made within this research report are as of the Eastern date-time displayed at the top of the 
Product. If the Product references views of other analysts then please refer to the price chart or rating history table for the date/time of completion and first 
dissemination with respect to that view.
Regulations in various jurisdictions require that where a recommendation differs from any of the author’s previous recommendations concerning the same 
financial instrument or issuer that has been published during the preceding 12-month period that the change(s) and the date of that previous 
recommendation are indicated. For fundamental coverage please refer to the price chart or rating change history within this disclosure appendix or the 
issuer disclosure summary at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.
European regulations require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found 
at  https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 
The proportion of all Citi Research research recommendations that were the equivalent to "Buy","Hold","Sell" at the end of each quarter over the prior 12 
months (with the % of these that had received investment firm services from Citi in the prior 12 months shown in brackets) is as follows: Q4 2019 Buy 32% 
(68%), Hold 44% (61%), Sell 24% (56%), RV 0.8% (90%); Q3 2019 Buy 33% (72%), Hold 43% (65%), Sell 24% (57%), RV 0.6% (88%); Q2 2019 Buy 33% 
(72%), Hold 43% (64%), Sell 23% (56%), RV 0.6% (88%); Q1 2019 Buy 33% (70%), Hold 43% (64%), Sell 23% (57%), RV 0.8% (85%). For the purposes of 
disclosing recommendations other than for equity or high yield recommendations (whose definitions can be found in their corresponding disclosure 
sections), "Buy" means a positive directional trade idea; "Sell" means a negative directional trade idea; and "Relative Value" means any trade idea which 
does not have a clear direction to the investment strategy.
European regulations require a 5 year price history when past performance of a security is referenced. CitiVelocity’s Charting Tool 
(https://www.citivelocity.com/cv2/#go/CHARTING_3_Equities) provides the facility to create customisable price charts including a five year option. This tool 
can be found in the Data & Analytics section under any of the asset class menus in CitiVelocity (https://www.citivelocity.com/). For further information contact 
CitiVelocity support (https://www.citivelocity.com/cv2/go/CLIENT_SUPPORT). The source for all referenced prices, unless otherwise stated, is DataCentral, 
which sources price information from Thomson Reuters. Past performance is not a guarantee or reliable indicator of future results. Forecasts are not a 
guarantee or reliable indicator of future performance.
Investors should always consider the investment objectives, risks, and charges and expenses of an ETF carefully before investing. The applicable 
prospectus and key investor information document (as applicable) for an ETF should contain this and other information about such ETF. It is important to 
read carefully any such prospectus before investing. Clients may obtain prospectuses and key investor information documents for ETFs from the applicable 
distributor or authorized participant, the exchange upon which an ETF is listed and/or from the applicable website of the applicable ETF issuer. The value of 
the investments and any accruing income may fall or rise. Any past performance, prediction or forecast is not indicative of future or likely performance. Any 
information on ETFs contained herein is provided strictly for illustrative purposes and should not be deemed an offer to sell or a solicitation of an offer to 
purchase units of any ETF either explicitly or implicitly. The opinions expressed are those of the authors and do not necessarily reflect the views of ETF 
issuers, any of their agents or their affiliates.
Citigroup Global Markets India Private Limited and/or its affiliates may have, from time to time, actual or beneficial ownership of 1% or more in the debt 
securities of the subject issuer.
This communication is directed at persons who are "Eligible Clients" as such term is defined in the Israeli Regulation of Investment Advice, Investment 
Marketing and Investment Portfolio Management law, 1995 (the "Advisory Law"). Within Israel, this communication is not intended for retail clients and Citi 
will not make such products or transactions available to retail clients. The presenter is not licensed as investment advisor or marketer by the Israeli 
Securities Authority (“ISA”) and this communication does not constitute investment or marketing advice. The information contained herein may relate to 
matters that are not regulated by the ISA. Any securities which are the subject of this communication may not be offered or sold to any Israeli person except 
pursuant to an exemption from the Israeli public offering rules, including according to the Israeli Securities Law.
Citi Research generally disseminates its research to the Firm’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal 
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via the Firm’s proprietary distribution 
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise 
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory 
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is 
discretionary and is done only after the research has been disseminated. The level and types of services provided by Citi Research analysts to clients may 
vary depending on various factors such as the client’s individual preferences as to the frequency and manner of receiving communications from analysts, the 
client’s risk profile and investment focus and perspective (e.g. market-wide, sector specific, long term, short-term etc.), the size and scope of the overall 
client relationship with the Firm and legal and regulatory constraints.
Pursuant to Comissão de Valores Mobiliários Rule 598 and ASIC Regulatory Guide 264, Citi is required to disclose whether a Citi related company or 
business has a commercial relationship with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the 
world, it is likely that Citi has a commercial relationship with the subject company.
Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any 
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 
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Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may 
be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures 
made in the Important Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred 
to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from 
sending draft research to subject companies. However, it should be presumed that the author of the Product has had discussions with the subject company 
to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and 
these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are 
subject to change without notice. Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained 
in such role is not used in the preparation of the Product. Although Citi Research does not set a predetermined frequency for publication, if the Product is a 
fundamental equity or credit research report, it is the intention of Citi Research to provide research coverage of the covered issuers, including in response to 
news affecting the issuer. For non-fundamental research reports, Citi Research may not provide regular updates to the views, recommendations and facts 
included in the reports. Notwithstanding that Citi Research maintains coverage on, makes recommendations concerning or discusses issuers, Citi Research 
may be periodically restricted from referencing certain issuers due to legal or policy reasons. Where a component of a published trade idea is subject to a 
restriction, the trade idea will be removed from any list of open trade ideas included in the Product. Upon the lifting of the restriction, the trade idea will either 
be re-instated in the open trade ideas list if the analyst continues to support it or it will be officially closed. Citi Research may provide different research 
products and services to different classes of customers (for example, based upon long-term or short-term investment horizons) that may lead to differing 
conclusions or recommendations that could impact the price of a security contrary to the recommendations in the alternative research product, provided that 
each is consistent with the rating system for each respective product.
Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc.
Important Disclosures for Bell Potter Customers: Bell Potter is making this Product available to its clients pursuant to an agreement with Citigroup Global 
Markets Australia Pty Limited.  Neither Citigroup Global Markets Australia Pty Limited nor any of its affiliates has made any determination as to the suitability 
of the information provided herein and clients should consult with their Bell Potter financial advisor before making any investment decision.
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citigroup Global Markets Australia Pty Limited. (ABN 64 003 114 832 and AFSL No. 240992), 
participant of the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 
2000.  Citigroup Global Markets Australia Pty Limited is not an Authorised Deposit-Taking Institution under the Banking Act 1959, nor is it regulated by the 
Australian Prudential Regulation Authority. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited 
(ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through 
bankers and relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should 
contact the Citigroup Private Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services 
to clients.  The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores 
Mobiliários ("CVM"), BACEN - Brazilian Central Bank, APIMEC - Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and 
ANBIMA – Associação Brasileira das Entidades dos Mercados Financeiro e de Capitais. Av. Paulista, 1111 - 14º andar(parte) - CEP: 01311920 - São Paulo 
- SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has 
approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  This product is available in Chile through Banchile 
Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2, 
Santiago, Chile.   The Product is made available in Germany either by Citigroup Global Markets Europe AG ("CGME"), which is regulated by Bundesanstalt 
fuer Finanzdienstleistungsaufsicht (BaFin). CGME, Reuterweg 16, 60323 Frankfurt am Main or by Citigroup Global Markets Limited, which is authorised by 
the PRA and regulated by the FCA and the PRA. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. Research which relates to "securities" 
(as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global 
Markets Asia Limited which takes full responsibility for its content. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures 
Commission. If the Research is made available through Citibank, N.A., Hong Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank 
N.A.(organized under the laws of U.S. A. with limited liability), Champion Tower, 3 Garden Road, Hong Kong. Citibank N.A. is regulated by the Hong Kong 
Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on or any matters arising from or in 
connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited (CGM), which is regulated by the 
Securities and Exchange Board of India (SEBI), as a Research Analyst (SEBI Registration No. INH000000438). CGM is also actively involved in the 
business of merchant banking and stock brokerage in India, and is registered with SEBI in this regard. CGM’s registered office is at 1202, 12th Floor, FIFC, 
G Block, Bandra Kurla Complex, Bandra East, Mumbai – 400098. CGM’s Corporate Identity Number is U99999MH2000PTC126657, and its contact details 
are: Tel:+9102261759999 Fax:+9102261759961.  The Product is made available in Indonesia through PT Citigroup Securities Indonesia.  5/F, Citibank 
Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any copy hereof may be distributed in Indonesia or to any 
Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This 
Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial 
Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory 
of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which constitute an offer within the meaning of the 
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Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, regulated by the Bank of Israel and the Israeli 
Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made available in Japan by Citigroup Global 
Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities 
Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Otemachi Park Building, 1-1-1 Otemachi, Chiyoda-ku, Tokyo 100-8132 
Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under license.  In the event that an error is found in an CGMJ 
research report, a revised version will be posted on the Firm's Citi Velocity website.  If you have questions regarding Citi Velocity, please call (81 3) 6270-
3019 for help.   The product is made available in the Kingdom of Saudi Arabia in accordance with Saudi laws through Citigroup Saudi Arabia, which is 
regulated by the Capital Market Authority (CMA) under CMA license (17184-31). 2239 Al Urubah Rd – Al Olaya Dist. Unit No. 18, Riyadh 12214 – 9597, 
Kingdom Of Saudi Arabia. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial 
Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, 
Seoul 100-180, Korea.   KOFIA makes available registration information of research analysts on its website.  Please visit the following website if you wish to 
find KOFIA registration information on research analysts of Citigroup Global Markets Korea Securities 
Ltd.  http://dis.kofia.or.kr/websquare/index.jsp?w2xPath=/wq/fundMgr/DISFundMgrAnalystList.xml&divisionId=MDIS03002002000000&serviceId=SDIS03002
002000. The Product is made available in Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial 
Supervisory Service. Address is Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. This research report is intended to be provided only to 
Professional Investors as defined in the Financial Investment Services and Capital Market Act and its Enforcement Decree in Korea.  The Product is made 
available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its 
contents. CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 
Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product.  The Product is made available in Mexico by Citibanamex 
Casa de Bolsa, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Citibanamex which is a wholly owned subsidiary of Citigroup Inc. and is 
regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to 
‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 
832 and AFSL No. 240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & 
Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan 
branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 
4889, Karachi-74200.  The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., 
which is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the 
Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by 
The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., 
which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made 
available in the Russian Federation through AO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the 
general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal 
Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned 
in this report within the territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the 
meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 
Gasheka Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital 
markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square 
Tower 1, Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients 
who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The 
Citigroup Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of 
Singapore. Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection 
with this document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures 
Act (Cap. 289).  This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no 
independent research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager 
in CSL if you have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited 
investors as defined under the Securities and Futures Act (Cap. 289).   Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa 
(company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) 
Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services 
contained herein are not available to private customers in South Africa.  The Product is made available in the Republic of China through Citigroup Global 
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the license scope and the applicable 
laws and regulations in the Republic of China. CGMTS is regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of 
Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the 
written authorization of CGMTS]. Pursuant to the applicable laws and regulations in the Republic of China, the recipient of the Product shall not take 
advantage of such Product to involve in any matters in which the recipient may have conflicts of interest. If the Product covers securities which are not 
allowed to be offered or traded in the Republic of China, neither the Product nor any information contained in the Product shall be considered as advertising 
the securities or making recommendation of the securities in the Republic of China. The Product is for informational purposes only and is not intended as an 
offer or solicitation for the purchase or sale of a security or financial products. Any decision to purchase securities or financial products mentioned in the 
Product must take into account existing public information on such security or the financial products or any registered prospectus.  The Product is made 
available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  399 
Interchange 21 Building, 18th Floor, Sukhumvit Road, Klongtoey Nua, Wattana ,Bangkok 10110, Thailand.  The Product is made available in Turkey 
through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In 
the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai 
International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market 
Counterparties only and should not be relied upon or distributed to Retail Clients. A distribution of the different Citi Research ratings distribution, in 
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percentage terms for Investments in each sector covered is made available on request.  Financial products and/or services to which the Materials relate will 
only be made available to Professional Clients and Market Counterparties.  The Product is made available in United Kingdom by Citigroup Global Markets 
Limited, which is authorised by the Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and the PRA.  This 
material may relate to investments or services of a person outside of the UK or to other matters which are not authorised by the PRA nor regulated by the 
FCA and the PRA and further details as to where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada 
Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA 
and registered with the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU 
Member States, the Product is made available by Citigroup Global Markets Limited, which is authorised by the PRA and regulated by the FCA and the PRA. 
The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted. 
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes the Firm’s estimates, data 
from company reports and feeds from Thomson Reuters. The source for all referenced prices, unless otherwise stated, is DataCentral. Past performance is 
not a guarantee or reliable indicator of future results. Forecasts are not a guarantee or reliable indicator of future performance. The printed and printable 
version of the research report may not include all the information (e.g., certain financial summary information and comparable company data) that is linked to 
the online version available on the Firm's proprietary electronic distribution platforms.
© 2020 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service 
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. The research data in this report are not 
intended to be used for the purpose of (a) determining the price of or amounts due in respect of (or to value) one or more financial products or instruments 
and/or (b) measuring or comparing the performance of, or defining the asset allocation of a financial product, a portfolio of financial instruments, or a 
collective investment undertaking, and any such use is strictly prohibited without the prior written consent of Citi Research. Any unauthorized use, 
duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of 
the Product on a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information 
contained in the Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this 
report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this 
information and any other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. 
This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party 
involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, 
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of 
its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan 
Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. Part of this product may contain Sustainalytics proprietary 
information that may not be reproduced, used, disseminated, modified nor published in any manner without the express written consent of Sustainalytics. 
Sustainalytics, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of 
originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Any information attributed to 
Sustainalytics is provided solely for informational purposes and on its own should not be considered an offer to buy or sell a security. Neither Sustainalytics 
nor all its third-party suppliers provide investment advice (as defined in the applicable jurisdiction) or any other form of (financial) advice. The information is 
provided “as is” and, therefore Sustainalytics assumes no responsibility for errors or omissions. Sustainalytics cannot be held liable for damage arising from 
the use of this product or information contained herein in any manner whatsoever. The Firm accepts no liability whatsoever for the actions of third parties. 
The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the 
Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no 
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink 
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site 
does not in any way form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your 
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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Ticker Price Rating
ALE 83.57 Buy
D 84.05 Buy
DUK 93.72 Buy
EXC 47.39 Buy
OGE 45.64 Neutral
PNW 93.34 Neutral

 

 Power, Utilities & Alternative Energy January 21, 2020

The Guggenheim Daily Transmission: D/DUK, DUK,
EXC, PJM/FERC, EXC/IL, ALE, PNW, OGE

For other Guggenheim Hosted Client Utility Events including
Commissioner Roundtable and NDR schedule, scroll down

D/DUK – South Carolina bill to introduce Electricity Market Reform Measures Study
Committee

DUK – Another NC Commission order granting delay on Tranche 2 CPRE RFP
solicitation response timing

EXC – Exelon reportedly scored highly in initial impressions in JEA sale vetting process

PJM/FERC – Market monitor posts capacity order clarification request

EXC/IL - Senator Don Harmon elected IL senate president

ALE – PolyMet appeals permitting issue to MN Supreme Court

ALE – MN Department of Commerce, Attorney General file comments in IDP docket

PNW – APS dockets Brattle rate tool study

OGE – Rebuttal testimony and response to errors filed in Arkansas FRP

D/DUK – South Carolina bill to introduce Electricity Market Reform Measures Study
Committee

• On Jan 14, a trio of South Carolina lawmakers introduced a joint resolution, Senate Bill
998, that calls for the creation of a special committee to study whether the South Carolina
Legislature should adopt certain electricity market reforms.

• The legislation would create an 18 member Electricity Market Reform Measures Study
Committee. Three members of the South Carolina House of Representatives and three
members of the state Senate would comprise the voting members of the study committee.

• The non-voting members would include the director of the SC Office of Regulatory Staff,
the South Carolina president of Duke, and the president of Dominion Energy South
Carolina. Other non-voting members include representatives of commercial consumers,
industrial customers, business and environmental advocates, South Carolina's electric
co-operatives, municipal power associations, renewable power developers, energy
conservationists and the president of a local utility, Lockhart Power Co.

• The committee would be tasked with studying whether the state should adopt a variety
of electricity market reforms, including whether South Carolina should form its own
regional transmission organization or join an existing RTO, among other measures such
as whether the state should establish an energy imbalance market and require vertically
integrated electric utilities to divest their generation and/or transmissions assets.

• Bill HERE.

Guggenheim takeaway: Introduction of bills has been en voguein recent legislative
sessions across various states. However, the actual practicality has proven to be limited
and associated costs high. While this bill simply would establish a committee to evaluate
deregulation options, we see little chance of major policy change, given the risks involved.
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DUK – Another NC Commission order granting delay on Tranche 2 CPRE RFP
solicitation response timing

• On Jan 10, NCCEBA, NCSEA, Duke and the Public Staff filed a joint motion seeking a
further extension of the deadline for submitting responses to the Tranche 2 CPRE RFP
Solicitation.

• On Jan 17, the commission granted the request. “The deadline for submission of
proposals shall be 45 days from the date that the Commission issues an order addressing
the application of the SISC to the CPRE Program, and the stakeholder meeting shall be
held no later than 30 days prior to the deadline for submission of proposals in the Tranche
2 CPRE RFP Solicitation.”

• Docket HERE.

Guggenheim takeaway: FYI for your calendars,

EXC – Exelon reportedly scored highly in initial impressions in JEA sale vetting
process

• Exelon has been revealed as the ‘Respondent A’ who scored the highest in the initial
review stage of the JEA sale process last fall, however the company declined to
participate in subsequent rounds of negotiation/presentation.

• See HERE.

Guggenheim takeaway: Interesting data point and not a major surprise to us to see
exploratory action.

PJM/FERC – Market monitor posts capacity order clarification request

• Monitoring Analytics has posted its clarification request to FERC on its December PJM
order.

• “The Market Monitor’s position is that the inclusion of RGGI allowance values in unit
offers is not, and does not create, a subsidy under the definition in the order. The Market
Monitor’s position is that the BGS auction is not, and does not create, a subsidy under
the definition in the order” – Monitoring Analytics

• See HERE.

Guggenheim takeaway: Minor FYI on the IMM’s RGGI/BGS comments.

EXC/IL – Senator Don Harmon elected IL senate president

• On a 37-12 vote, State Senator Don Harmon was elected president of the IL state senate.

• On October 24 2019, Harmon, who does not appear to be a co-sponsor of CEJA at this
time, told Crain’s: "It's hard to imagine a scenario where the General Assembly advances
a bill supported by Commonwealth Edison and Exelon until we know what's going on."

• See HERE.

Guggenheim takeaway: Minor FYI, as the legislative cycle begins to gear up. As a reminder
we expect more movement towards late spring, as the primaries are slated for March. Stay
tuned…

ALE – PolyMet appeals permitting issue to MN Supreme Court

• PolyMet (NYSEAMERICAN: PLM) has appealed to the MN Supreme Court an appellate
court’s decision to reverse 2018 approvals from the state Department of Natural
Resources (DNR).

• See HERE.
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Guggenheim takeaway: Zero surprise to us after the lower court’s ruling. Very much a 'stay
tuned' situation, as the rulings could have read through to other mining projects in the region.

ALE – MN Department of Commerce, Attorney General file comments in IDP docket

• The DOC and the AG have filed comments in the PUC’s ongoing MN Power IDP docket.

• “The OAG recommends that any approval of Minnesota Power’s Integrated Distribution
Plan (“IDP”) expressly note that such approval is not an implicit advanced determination
of prudence with regard to the constituent proposals contained within the IDP.” – AG

• “In addition to this view, and given that the IDP process is designed to be iterative and
will necessarily evolve over time, the question of whether the planning objectives were
achieved by the IDP Report is somewhat premature. Establishing the IDP Report as
a baseline understanding of MP’s internal distribution system planning and operations
processes will enable stakeholders to build off of the knowledge gained, and, with each
successive report,a better qualitative assessment of whether the planning objectives are
achieved can be conducted.” - DOC

• See HERE.

Guggenheim takeaway: Minor FYI.

PNW – APS dockets Brattle rate tool study

• APS has added Brattle’s report to the docket following last week’s open meeting.

• “Based on our audit, APS's new web tool is accomplishing the company's intended
objective of providing customers with accurate information about the rates that would
have minimized their bills based on historical usage patterns. We have not identified
any errors in the web tools bill calculations that would result in customers being given
misleading information.” - Brattle

• See HERE.

Guggenheim takeaway: As expected, although the commissioners were quite unhappy to
not have the report at the open meeting. While the rate tool remains an area of ongoing
interest for the ACC, we see APS’ response (refunds, third party audit) as helping defuse
some of the potential strain.

OGE – Rebuttal testimony and response to errors filed in Arkansas FRP

· OGE filed response testimony and error corrections in the OGE AK formula rate proceeding
for 2020 rates.

· Testimony addresses capital investments, O&M and other issues.

· Docket: 18-046-FR.

Guggenheim takeaway: For your awareness. Overall, we see thepriortestimony as neutral
in this FRP, which establishes a regulatory bid/ask within our expectations and the Staff is
not against the rate of return on rate base.
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Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet

Price as of Close1/17/2020 Guggenheim Consensus

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 19.6 Buy $82 $79.75 2.7% 55% 246 3.44 3.83 4.03 4.34 23.2 20.8 19.8 18.4 3.44 3.80 4.03 4.33 23.2 21.0 19.8 18.4

AEP American Electric Power 48.7 Sell $84 $98.56 2.9% 60% 494 4.42 4.74 4.99 5.28 22.3 20.8 19.8 18.7 4.40 4.69 5.03 5.36 22.4 21.0 19.6 18.4

ALE ALLETE 4.3 Buy $88 $83.57 3.0% 59% 52 3.73 4.20 4.32 4.38 22.4 19.9 19.4 19.1 3.70 4.10 4.29 4.34 22.6 20.4 19.5 19.3

AVA Avista 3.3 Sell $40 $49.30 3.3% 72% 67 2.05 2.22 2.43 2.57 24.1 22.2 20.3 19.2 1.98 2.15 2.29 2.38 24.9 22.9 21.6 20.8

CMS CMS Energy 18.6 Neutral $61 $65.65 2.5% 57% 284 2.69 2.88 3.08 3.29 24.4 22.8 21.3 19.9 2.68 2.87 3.09 3.29 24.5 22.8 21.2 19.9

DUK Duke Energy 68.7 Buy $100 $93.72 4.2% 71% 733 5.21 5.49 5.78 6.05 18.0 17.1 16.2 15.5 5.15 5.38 5.68 5.93 18.2 17.4 16.5 15.8

ED Consolidated Edison 30.0 Sell $77 $90.24 3.4% 65% 332 4.50 4.70 4.79 5.00 20.1 19.2 18.8 18.0 4.52 4.71 4.88 5.09 20.0 19.1 18.5 17.7

EIX Edison International* 27.6 Suspended NA $76.96 NA NA 359 NA NA NA NA NA NA NA NA 4.59 4.67 4.69 5.15 16.8 16.5 16.4 14.9

ES Eversource Energy 28.7 Buy $89 $88.73 2.5% 56% 324 3.70 3.96 4.18 4.41 24.0 22.4 21.2 20.1 3.65 3.87 4.08 4.32 24.3 22.9 21.7 20.5

ETR Entergy 25.1 Buy $129 $126.31 3.0% 63% 199 5.66 6.02 6.42 6.76 22.3 21.0 19.7 18.7 5.61 5.98 6.36 6.71 22.5 21.1 19.9 18.8

EVRG Evergy 15.3 Buy $69 $67.33 3.1% 63% 228 3.12 3.28 3.46 3.60 21.6 20.5 19.5 18.7 3.12 3.26 3.42 3.60 21.5 20.6 19.7 18.7

FE FirstEnergy 26.5 Buy $53 $49.06 3.2% 59% 540 2.51 2.66 2.79 2.90 19.6 18.4 17.6 16.9 2.49 2.63 2.76 2.93 19.7 18.7 17.8 16.7

HE Hawaiian Electric 5.2 Neutral $44 $47.48 2.8% 61% 109 2.03 2.16 2.27 2.42 23.4 22.0 20.9 19.6 2.00 2.16 2.27 2.40 23.8 22.0 20.9 19.8

LNT Alliant Energy 14.0 Neutral $49 $57.16 2.7% 59% 245 2.40 2.57 2.70 2.85 23.8 22.3 21.1 20.1 2.41 2.57 2.72 2.87 23.7 22.3 21.0 19.9

NWE NorthWestern 3.8 Neutral $71 $74.70 3.2% 66% 50 3.47 3.65 3.80 3.96 21.5 20.5 19.7 18.9 3.53 3.69 3.85 4.00 21.2 20.2 19.4 18.7

PCG PG&E Corporation* 6.9 Suspended NA $13.08 NA NA 529 NA NA NA NA NA NA NA NA 3.42 3.53 - - 3.8 3.7 - -

PNW Pinnacle West 10.5 Neutral $93 $93.34 3.4% 61% 112 4.84 5.16 5.49 5.77 19.3 18.1 17.0 16.2 4.87 5.12 5.46 5.83 19.2 18.2 17.1 16.0

POR Portland General Electric 5.3 Sell $49 $58.81 2.7% 59% 89 2.56 2.75 2.83 2.89 23.0 21.4 20.8 20.4 2.57 2.74 2.85 2.90 22.9 21.5 20.7 20.3

PPL PPL Corporation 26.1 Buy $38 $36.09 4.8% 68% 723 2.54 2.53 2.66 2.78 14.2 14.3 13.6 13.0 2.53 2.52 2.66 2.78 14.3 14.3 13.6 13.0

SO Southern Company 70.5 Neutral $60 $67.26 3.8% 75% 1049 3.22 3.41 3.58 3.76 20.9 19.7 18.8 17.9 3.18 3.30 3.54 3.84 21.1 20.4 19.0 17.5

WEC WEC Energy 30.4 Neutral $93 $96.42 2.4% 59% 315 3.73 3.98 4.26 4.50 25.9 24.2 22.6 21.4 3.73 3.99 4.27 4.55 25.8 24.1 22.6 21.2

*Average (Excl. PPL for P/E) 3.0% 62.3% 22.2 20.7 19.7 18.8 22.3 20.9 19.8 18.8

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.6 Neutral $92 $95.19 1.7% 37% 16 4.02 4.30 4.54 4.84 23.5 22.1 21.0 19.7 4.00 4.22 4.51 4.83 23.8 22.6 21.1 19.7

NI NiSource 10.8 Buy $30 $29.04 2.9% 57% 374 1.40 1.48 1.56 1.65 20.8 19.6 18.6 17.6 1.38 1.46 1.53 1.65 21.0 19.9 19.0 17.6

NJR New Jersey Resources 4.2 Sell $39 $44.05 2.9% 56% 96 2.09 2.28 2.46 2.64 21.1 19.3 17.9 16.7 2.11 2.31 2.46 2.64 20.8 19.0 17.9 16.7

NWN NW Natural Gas 2.2 Sell $59 $73.63 2.6% 73% 30 2.52 2.64 2.72 2.77 29.3 27.9 27.0 26.6 2.53 2.66 2.73 2.80 29.1 27.7 27.0 26.3

OGS ONE Gas 5.0 Neutral $93 $94.53 2.3% 56% 53 3.64 3.89 4.18 4.51 25.9 24.3 22.6 21.0 3.65 3.85 4.20 4.51 25.9 24.6 22.5 21.0

SJI South Jersey Industries 2.9 Buy $37 $31.84 3.8% 70% 92 1.61 1.72 1.91 2.02 19.7 18.6 16.6 15.7 1.58 1.69 1.88 2.02 20.1 18.8 16.9 15.8

SR Spire 4.3 Sell $76 $84.13 3.0% 63% 51 3.83 4.01 4.30 4.52 22.0 21.0 19.6 18.6 3.85 4.08 4.31 4.49 21.9 20.6 19.5 18.8

Average 2.9% 62% 23.1 21.8 20.4 19.4 23.1 21.8 20.5 19.3

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 46.1 Buy $53 $47.39 3.1% 49% 972 3.05 3.00 3.07 3.11 15.5 15.8 15.4 15.2 3.06 2.96 3.08 3.18 15.5 16.0 15.4 14.9

PEG PSEG 29.9 Buy $66 $59.16 3.3% 56% 506 3.48 3.55 3.75 4.02 17.0 16.6 15.8 14.7 3.42 3.47 3.69 3.93 17.3 17.0 16.0 15.0
Average 3.2% 52% 16.3 16.2 15.6 15.0 16.4 16.5 15.7 15.0

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 9.7 Buy $51 $38.54 3.1% - 252 1,981 1,897 1,864 1,824 7.3 7.3 6.9 6.5 1,989 1,901 1,797 1,824 7.4 7.7 8.1 -

VST Vistra Energy 11.2 Buy $39 $22.94 2.4% - 487 3,440 3,364 3,291 3,241 6.0 5.8 5.6 5.3 3,401 3,259 3,136 3,062 5.8 6.0 6.0 -

Average 6.7 6.6 6.3 5.9 6.6 6.9 7.1 -

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 13.6 Buy $29 $27.05 4.5% 70% 502 1.59 1.72 1.87 2.02 17.0 15.7 14.5 13.4 1.62 1.68 1.74 1.81 16.7 16.1 15.5 14.9

D Dominion 69.2 Buy $90 $84.05 4.5% 80% 823 4.45 4.69 4.93 5.19 18.9 17.9 17.0 16.2 4.36 4.61 4.85 5.17 19.3 18.2 17.3 16.3

DTE DTE Energy 25.7 Buy $140 $133.83 3.0% 56% 192 6.68 7.14 7.55 7.82 20.0 18.7 17.7 17.1 6.62 7.11 7.52 8.08 20.2 18.8 17.8 16.6

NEE NextEra 123.9 Buy $275 $253.40 2.1% 52% 489 9.23 10.07 10.73 11.40 27.5 25.2 23.6 22.2 9.08 9.86 10.64 11.32 27.9 25.7 23.8 22.4

OGE OGE Energy 9.1 Neutral $44 $45.64 3.5% 66% 200 2.32 2.44 2.56 2.70 19.7 18.7 17.8 16.9 2.30 2.40 2.50 2.61 19.9 19.0 18.3 17.5

SRE Sempra Energy 44.3 Buy $186 $157.20 2.7% 54% 282 7.20 7.78 8.09 8.48 21.8 20.2 19.4 18.5 7.15 7.89 8.14 8.36 22.0 19.9 19.3 18.8
Average 3.4% 63.2% 20.8 19.4 18.4 17.4 21.0 19.6 18.7 17.7

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 23.6 Neutral $115 $130.44 1.7% 51% 181 3.85 4.26 4.65 5.02 33.8 30.6 28.1 0.0 3.87 4.23 4.58 4.98 33.7 30.8 28.5 26.2

Market Target Current Dividend ('20) Payout Diluted

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.9 Suspended NA $21.61 NA - 183 NA NA NA # NA NA NA NA 1,049 1,133 NA NA 10.0 9.0 NA NA

NEP NextEra Energy Partners 3.4 Buy $63 $55.68 4.2% - 61 1,383 1,532 1,660 1,775 9.4 8.9 0.0 0.0 1,303 1,408 1,586 1,721 10.0 9.6 9.0 NA

(1) Regulated utilities deliver power to end-use customers via regulated transmission & distribution (T&D) infrastructure; vertically integrated utilities with regulated or mostly contracted generation are also included.

(2) Local Gas Distribution Companies (LDCs), as well as diversified utilities with a business mix largely comprised of gas infrastructure and related activities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activities).

(3) Integrated utilities own and operate regulated T&D franchises, as well as un-regulated power generation with commodity exposure.

(4) IPPs operate merchant (i.e., un-regulated, non-utility) power plants that compete to sell power in wholesale markets or through retail marketing businesses.

(5) Mult-Industry Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-power unregulated activities (i.e. midstream, renewable development, energy trading, etc.).

Source: Bloomberg, Guggenheim Securities, LLC estimates.
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Share Price Performance (Year-to-Date)

Note: We are currently restricted on EIX and PCG
(1) Regulated utilities deliver power to end-use customers via regulated transmission & distribution (T&D) infrastructure; vertically integrated utilities with regulated or mostly contracted generation are also included.

(2) Local Gas Distribution Companies (LDCs), as well as diversified utilities with a business mix largely comprised of gas infrastructure and related activities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activities).

(3) Integrated utilities own and operate regulated T&D franchises, as well as un-regulated power generation with commodity exposure.

(4) IPPs operate merchant (i.e., un-regulated, non-utility) power plants that compete to sell power in wholesale markets or through retail marketing businesses.

(5) Mult-Industry Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-power unregulated activities (i.e. midstream, renewable development, energy trading, etc.).

Source: Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC VST 4/1-4/2 Midwest  

WEC 2/18-2/21 West Coast DTE 4/6-4/7 West Coast  

SO 2/25-2/26 Midwest ALE 5/19-5/20 NYC/Boston  

AWK 3/2 West Coast  OGS 10/1-10/2 TBD  

ES 3/11 NYC  DUK 10/8-10/9 Midwest  

CMS 3/19-3/20 Midwest      
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
2. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
3. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
4. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
5. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
6. EXC: EDF Finally Ejects
7. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
8. EXC: It’s a Federal Probe, Not a Wildfire…
9. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
10. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
11. DUK - SB 559 Moving Constructively Through the Process
12. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
13. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
14. VST Meeting: Quick Takes from Our Abridged Texas Trip
15. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
16. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
17. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
18. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
19. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
20. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
21. VST: Vistra Lassos Ambit Energy
22. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
23. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
24. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
25. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
26. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
27. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
28. PPL - A Quandary Unlike Any Other
29. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
30. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
31. LNT: For a Good Night’s Sleep, Take Alliant
32. NRG: More Down‘Stream’ Retail Expansion
33. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
34. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
35. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
36. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
37. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
38. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
39. SRE: Simplicity is the Ultimate Sophistication…
40. VST: Another Day, Another Illinois Policy Proposal
41. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
42. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
43. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
44. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
45. EXC NDR: State Rescue Cometh - Deeper Dive
46. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
47. D: NDR – Coming Out Party Well Received - March Madness Continues
48. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
49. FE NDR: Time Is the Furthest Distance Between Two Points…
50. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
51. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
52. SRE: Another Day, Another Dollar: Buying Low; Selling High
53. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
54. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
55. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
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56. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
57. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
58. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
59. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
60. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
61. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
62. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
63. PEG - Mgmt. NDR: Jersey Strong through the Midwest
64. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
65. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
66. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
67. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
68. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
69. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
70. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
71. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
72. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
73. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
2. PJM: Does MOPR-Ex Bring Closure? Not Quite…
3. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
4. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
5. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
6. Guggenheim EEI Takeaways - Day Three
7. Guggenheim EEI Takeaways - Day Two
8. Guggenheim EEI Takeaways - Day One
9. PJM: Not So Fast - FERC Puts the Brakes on August Auction
10. Utility and IPP 2Q19 Model Sweep
11. ERCOT: Guggenheim Texas Power Market Luncheon Recap
12. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
13. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
14. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
15. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
16. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
17. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
18. Guggenheim's 2018 EEI Summary
19. Guggenheim EEI Takeaways - Day 3
20. Guggenheim EEI Takeaways - Day 2
21. Guggenheim EEI Takeaways - Day 1
22. Guggenheim EEI - Investor Question Bank
23. PJM: No Country for Common Ground; Reply Briefs Land at FERC
24. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
25. Coal/Nuclear: Will Politics “Trump” Reality
26. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
27. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
28. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
investor client feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 241 56.71% 40 16.60%

NEUTRAL 167 39.29% 8 4.79%

SELL 17 4.00% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Guggenheim Securities Equity Research & Equities Teams

Healthcare Equity Research

Animal Health, Life Science Tools and Omics
David Westenberg, CFA 617.859.4624
David.Westenberg@guggenheimpartners.com 

Biotechnology
Etzer Darout, Ph.D. 617.859.4609
Etzer.Darout@guggenheimpartners.com

Whitney Ijem 212.518.9778
Whitney.Ijem@guggenheimpartners.com 

Michael Schmidt, Ph.D. 617.859.4636
Michael.Schmidt@guggenheimpartners.com 

Yatin Suneja 212.518.9565
Yatin.Suneja@guggenheimpartners.com 

Emerging Pharmaceuticals
Dana Flanders, CFA 212.293.2820
Dana.Flanders@guggenheimpartners.com

Global Pharmaceuticals
Seamus Fernandez 617.859.4637
Seamus.Fernandez@guggenheimpartners.com 

Healthcare Technology & Distribution
Glen Santangelo 212.518.9294
Glen.Santangelo@guggenheimpartners.com

Vikram Kesavabhotla, CFA 212.518.9271
Vikram.Kesavabhotla@guggenheimpartners.com

Medical Supplies & Devices
Chris Pasquale 212.518.9420
Chris.Pasquale@guggenheimpartners.com

Technology, Media & Telecom Equity Research

Sales and Trading Offices

New York   212.292.4700
San Francisco   415.852.6451
Boston   617.859.4626
Chicago   312.357.0778
Los Angeles 310.260.6832
Richmond 804.253.8052

Automotive
Ali Faghri 310.319.2562
Ali.Faghri@guggenheimpartners.com

Beverages & Food Producers
Laurent Grandet 212.372.6368
Laurent.Grandet@guggenheimpartners.com

Food Retailers; Consumables Retail/Distribution
John Heinbockel 212.381.4135
John.Heinbockel@guggenheimpartners.com

Hardlines Retail
Steven Forbes, CFA, CPA 212.381.4188
Steven.Forbes@guggenheimpartners.com

Restaurants
Matthew DiFrisco 212.823.6599
Matthew.DiFrisco@guggenheimpartners.com

Retailing/Department Stores and Specialty Softlines
Robert Drbul 212.823.6558
Robert.Drbul@guggenheimpartners.com

Consumer Equity Research

Communications Infrastructure
Robert Gutman 212.518.9148
Robert.Gutman@guggenheimpartners.com

Digital Services 
Jake Fuller 212.518.9013
Jake.Fuller@guggenheimpartners.com

Entertainment & Digital Media
Michael Morris, CFA 804.253.8025
Michael.Morris@guggenheimpartners.com

Curry Baker 804.253.8029
Curry.Baker@guggenheimpartners.com

Financial Technology
Jeff Cantwell, CFA 212.823.6543
Jeffrey.Cantwell@guggenheimpartners.com

Software
Nandan Amladi 212.823.6597
Nandan.Amladi@guggenheimpartners.com

Imtiaz Koujalgi 212 518 9398
Imtiaz.Koujalgi@guggenheimpartners.com

Ken Wong, CFA 415.852.6465
Ken.Wong@guggenheimpartners.com

Telecom, Cable & Satellite Services
Mike McCormack, CFA 212.518.9774
Mike.McCormack@guggenheimpartners.com

Consumer Equities Team

Consumer Sector Specialist
Carey Kaufman 504.299.3424
Carey.Kaufman@guggenheimpartners.com

Exploration & Production
Subash Chandra, CFA 212.918.8771
Subash.Chandra@guggenheimpartners.com

Power, Utilities & Alternative Energy
Shahriar Pourreza, CFA 212.518.5862
Shahriar.Pourreza@guggenheimpartners.com

Energy & Power Equity Research

Healthcare Equities Team

Healthcare Sector Specialist
Whitney Wolfe 212.518.9630
Whitney.Wolfe@guggenheimpartners.com

Brennan Doyle 617.859.4622
Brennan.Doyle@guggenheimpartners.com

Senior Healthcare Policy Advisor
Neal Masia 212.518.9750
Neal.Masia@guggenheimpartners.com
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Shahriar Pourreza, CFA
shahriar.pourreza@guggenheimpartners.com
212 518 5862

Constantine Lednev
constantine.lednev@guggenheimpartners.com
212 651 0847

James Kennedy
james.kennedy@guggenheimpartners.com
212 823 6741

Robert Koryl
robert.koryl@guggenheimpartners.com
212 823 6561

Kody Clark
kody.clark@guggenheimpartners.com
212 518 9538

Guggenheim Utilities Research
GSUtilities@guggenheimpartners.com

 

 

Ticker Price Rating
AEE 78.20 Buy
D 82.99 Buy
DTE 131.99 Buy
DUK 92.49 Buy
ES 87.32 Buy
EVRG 66.60 Buy
EXC 46.55 Buy
LNT 56.26 Neutral
SO 65.58 Neutral
SR 83.37 Sell
WEC 95.16 Neutral

 

 Power, Utilities & Alternative Energy January 16, 2020

The Guggenheim Daily Transmission: NJ, D, DTE,
DUK, ES, LNT, WEC, WI, SO, AEE, EVRG, SR, EXC,
Solar, RI, Policy

For other Guggenheim Hosted Client Utility Events including
Commissioner Roundtable and NDR schedule, scroll down

‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies –
Be Selective, Pick Your Names Wisely (see HERE)

New Jersey – Sierra Club issues NJ Gov. Murphy's two year environmental report &
scorecard

D – VA House bill 1526 pending committee referral following introduction to VA Assembly

DTE – Intervenors post initial briefing testimony in the 2020 DTE Electric rate case

DUK – Duke Energy Renewables acquires nine solar projects totaling 20 MWac in
Georgia

ES – Ashland Conservation Commission denies Eversource 3.7 mile pipe replacement
plan

LNT/WEC/WI – Commissioner Mike Huebsch to retire from PSCW

SO – GA coal ash bill could complicate Georgia Power's plans

AEE/EVRG/SR – Governor Parson appoints Senator Jason Holsman to MPSC

EXC – Pepco pushes back on DC OPC’s TCJA EDIT assertions

Solar – US/China Phase 1 trade deal could provide support to US polysilicon producers

RI/Policy – RI Gov. to sign executive order for 100% renewable energy by the end of
the decade

New Jersey – Sierra Club issues NJ Gov. Murphy's two year environmental report &
scorecard

• It has been 2 years since NJ Governor Murphy was sworn in and the New Jersey
Sierra Club has put together a report on Gov. Murphy over the past 24 months in
office. According to the Sierra Club, they have endorsed Gov. Murphy who has made
commitments to the environment, but the Administration has not made progress.

• According to the press release, “Governor Murphy has been in office for two years and
cannot hide behind Governor Christie anymore. When he comes out with a proposal,
there is little or no follow through. Murphy plays more for press releases and splash
versus getting things done. We have seen serious climate impacts in New Jersey whether
it is sea level rise, flooding, algae blooms, and the lead crisis in Newark and other
places. Murphy’s failure to lead on these issues will have a serious toll on New Jersey.
Not understanding that we have a climate crisis is a problem, Murphy needs to have
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an urgency to get things done. We need to understand the seriousness of our water
problems and get to 100% renewable and zero carbon as other states are doing."

• Additionally, the report stated the “BPU has come out with their Energy Master Plan,
however instead of moving us forward to 100% renewable, it is more like a roadblock than
a road map for cleaner energy. Governor Murphy raised our target for offshore wind to
7500MW by 2035. This is a good step for cleaner energy, however, if the Administration
does not step up on putting a moratorium on fossil fuel projects, our goals for offshore
wind will be completely undermined.”

• More HERE.

Guggenheim takeaway: Typical Sierra Club rhetoric but worthy of a mention. With the
state’s attack on natural gas, hefty offshore wind agenda, the EMP, EE/DMS goals, etc.,
we are not sure if the state can actually move any faster with their Clean Energy agenda
without negatively impacting rates and/or reliability.

D – VA House bill 1526 pending committee referral following introduction to VA
Assembly

• Legislation that was introduced on 1/9/20, and is now pending committee referral as of
1/14/20 in the Virginia General Assembly, seeks to mandate that 100% of the state's
electricity be produced by renewable resources by 2050 with annual targets in the bill.

• The 2050 timeline is consistent with VA Governor Northam's September 2019 executive
order mandating 100% renewable by that year. But there are some differences. For
instance, Governor Northam’s order called for 30% renewable generation by 2030 while
HB1526 calls for 38% by 2029 and 41% by the end 2030.

• In addition, the Governor's order includes ensuring 3,000 MW of new solar and onshore
wind projects are under development by 2022 and up to 2,500 MW of offshore wind is
"fully developed" by 2026. Under HB1526, Dominion must develop an aggregate capacity
of "not less than" 5,200 MW of offshore wind by Jan. 1, 2034.

• Bill HERE.

Guggenheim takeaway:FYI in case you missed it. The wording and spirit are in line with
Governor Northam’s agenda to make VA dependent on 100% renewable generation by
2050. But, it's too early in the legislative calendar to know if the bill will gain any traction with
the VA legislature. Stay tuned as we are still digging into it.

DTE – Intervenors post initial briefing testimony in the 2020 DTE Electric rate case

• MPSC Staff, MI Attorney General’s office and other intervenors filed initial briefs in the
DTE Electric rate case.

• Parties addressed their views of ROE, capital expenditures, O&M cost disallowance and
rate design amongst other issues.

• MPSC Staff proposed modest capex disallowance and rate base adjustments ($18.12B
rec vs. $18.25B company ask; with a recommended 9.8% ROE and a 50% capital
structure).

• AG recommends a $455M capex disallowance, reduction in O&M recoveries of ~$120M
(incl. employee incentive and inflation reduction) with a recommended 9.25% ROE and
a 50% capital structure.

• DTE Electric requested a $351M rate increase for rates starting in April 2020.

• Increase includes $157M of plant additions, $62M for capital structure/ROE increase to
10.5%, $88M for O&M increases due to cost inflation, $47M for sales adjustments, energy
efficiency and $1M for other minor items.

• Docket: U-20561
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Guggenheim takeaway:Procedural item that will now lead into the final stage of the
proceeding. We note that CMS Gas has previously received a 9.9% ROE, with 9.9% being
the high end of the MSPC staff recommended range 8.8% – 9.9%. Many of the issues in
briefs will have to go to the ALJ for deliberation.

DUK – Duke Energy Renewables acquires nine solar projects totaling 20 MWac in
Georgia

• Nine acquired projects totaling 20 MWac are in construction or commercial operation and
bring Duke Energy Renewables to nearly 47.4 MWac of distributed solar projects in GA.

• The acquired solar projects are expected to contribute $11.5M in leasing and taxes to
local communities. A total of 81,060 solar panels will be used in the projects. The last
site is expected to reach commercial operations by the end of March.

• Duke Energy Renewables operates wind and solar generation across the U.S., with
a total electric capacity of ~3,000-MW and plans to meet its goal to own or purchase
8,000MW of wind, solar and biomass energy by the end of 2020.

• More HERE.

Guggenheim takeaway: FYI and helps fill 2.5B capex outlook for commercial renewables
over 2019-23.

ES – Ashland Conservation Commission denies Eversource 3.7 mile pipe
replacement plan

• After more than a year of deliberation, the Conservation Commission has denied
Eversource’s notice of intent and stormwater management applications for the
replacement of 3.7 miles of underground pipe in town.

• ES needs the Ashland Conservation Commission’s approval because of the town’s
wetlands protection bylaw and the state’s Wetlands Protection Act.

• The company is looking to decommission a 3.7-mile gas line containing 6-inch piping that
runs through Ashland and Hopkinton and place new pipes measuring 12 inches wide
alongside them.

• More HERE.

Guggenheim takeaway: Minor datapoint.

LNT/WEC/WI – Commissioner Mike Huebsch to retire from PSCW

• Republican Mike Huebsch has announced he will leave the PSCW in February after
roughly five years on the job.

• His six year term was slated to end on March 1, 2021.

• More HERE.

Guggenheim takeaway: In case you missed it. With Evers now in a position to appoint a
new commissioner, we see an opportunity for a more explicit pro-renewables tone to emerge
at the PSCW. As a reminder, decarbonization is something we have long seen as a central
narrative to the long-term capital plans at both LNT and WEC, with explicit comments and
actions by Evers following his 2018 election only reinforcing our view that the state is primed
to join the northeast on the forefront of emissions reductions.

SO – GA coal ash bill could complicate Georgia Power's plans

• Democrat Rep. Robert Trammell, Georgia General Assembly's House minority leader,
and five other representatives filed House Bill 756 on Jan. 13.

• The legislation mandates that CCR would need to "be disposed of in solid waste facilities
that, at a minimum, contain liners and leachate collection systems that meet or exceed the
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design standards for new municipal solid waste landfills disposing of household garbage."
Under current GA law, CCR disposal can sit in unlined pits.

• Georgia Power is currently excavating 19 ash ponds. However, it plans to close 10 ponds
in place without liners, which could potentially conflict with H.B. 756 if it is enacted.

• According to the company, “Georgia Power's ash pond closure plans fully comply with
the federal Coal Combustion Residuals (CCR) rule, as well as the more stringent
requirements of Georgia's state CCR rule and the company will continue to be in full
compliance with all rules and regulations at both the state and federal level.”

• Recall, in December 2019 the Georgia Commission approved a three-year alternative
rate plan that lets the utility collect an additional $909M starting Jan. 1, 2020, with $557M
of that increase going toward complying with federal and state regulations for CCR asset
retirement obligations.

• More HERE.

Guggenheim takeaway: Negative datapoint but more from an optics standpoint. The Bill
has a long way to go through a Republican legislature. That said, GA Power has the ability
to recover and earn on coal ash disposal costs, which should be considered in light of this
bill similar to NC with Duke.

AEE/EVRG/SR – Governor Parson appoints Senator Jason Holsman to MPSC

• MO governor Mike Parson has appointed State Senator Jason Holsman to the MPSC for
a term that would run through September 2025.

• More HERE.

Guggenheim takeaway: Another ICYMI heads up on commission changes.

EXC – Pepco pushes back on DC OPC’s TCJA EDIT assertions

• Pepco DC has filed a response in opposition to the OPC’s assertions that EDIT balances
were not be treated properly.

• “The Joint Motion should be rejected by the Commission because it is factually incorrect
and procedurally inappropriate.” - EXC

• Docket HERE.

Guggenheim takeaway: Minor FYI.

Solar – US/China Phase 1 trade deal could provide support to U.S. polysilicon
producers

• The U.S. and China signed a bilateral trade agreement on Wednesday, and, while the
exact details of the agreement remain classified, polysilicon producers in the U.S. are
hoping that China will reopen their market for the solar component.

• China put tariffs on polysilicon in 2014, shuttering U.S. producers from accessing the
largest solar cell market in the world.

• John Smirnow, VP of market strategy for SEIA, stated, “While this trade deal won’t do
anything to relax the solar tariffs, it is a positive development for the U.S. solar industry.
Polysilicon is the building block of most solar cells on the market and these changes are
a great development for American manufacturers who have been hit hard with Chinese
duties on their products.”

• Link HERE and HERE.

Guggenheim takeaway:A possible development for polysilicon producers that have had
to find other, less lucrative markets or close. Remember, the Section 201 solar tariffs are
entering their midterm review by the USITC. The trade commission will consider raising the
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quota on imported solar cells from 2.5 GW to 4-6 GW annually. A bump in the quota would
support domestic PV manufacturing.

RI/Policy – RI Gov. to sign executive order for 100% renewable energy by the end of
the decade

• In Rhode Island’s State of the State address, Gov. Gina Raimondo stated she would sign
an executive order this week to make RI the first state to go 100% renewable by 2029.

• The Governor also announced that the state will exceed a 2017 goal to increase
renewable generation to 1,000 MW by the end of 2020; the state has 809 MW of
renewables installed as of 3Q19.

• Link HERE.

Guggenheim takeaway:FYI.
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Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC VST 4/1-4/2 Midwest  

WEC 2/18-2/21 West Coast DTE 4/6-4/7 West Coast  

SO 2/25-2/26 Midwest ALE 5/19-5/20 NYC/Boston  

AWK 3/2 West Coast  OGS 10/1-10/2 TBD  

ES 3/11 NYC  DUK 10/8-10/9 Midwest  

CMS 3/19-3/20 Midwest      
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
2. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
3. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
4. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
5. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
6. EXC: EDF Finally Ejects
7. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
8. EXC: It’s a Federal Probe, Not a Wildfire…
9. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
10. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
11. DUK - SB 559 Moving Constructively Through the Process
12. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
13. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
14. VST Meeting: Quick Takes from Our Abridged Texas Trip
15. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
16. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
17. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
18. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
19. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
20. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
21. VST: Vistra Lassos Ambit Energy
22. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
23. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
24. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
25. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
26. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
27. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
28. PPL - A Quandary Unlike Any Other
29. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
30. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
31. LNT: For a Good Night’s Sleep, Take Alliant
32. NRG: More Down‘Stream’ Retail Expansion
33. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
34. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
35. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
36. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
37. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
38. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
39. SRE: Simplicity is the Ultimate Sophistication…
40. VST: Another Day, Another Illinois Policy Proposal
41. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
42. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
43. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
44. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
45. EXC NDR: State Rescue Cometh - Deeper Dive
46. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
47. D: NDR – Coming Out Party Well Received - March Madness Continues
48. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
49. FE NDR: Time Is the Furthest Distance Between Two Points…
50. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
51. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
52. SRE: Another Day, Another Dollar: Buying Low; Selling High
53. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
54. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
55. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
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56. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
57. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
58. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
59. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
60. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
61. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
62. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
63. PEG - Mgmt. NDR: Jersey Strong through the Midwest
64. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
65. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
66. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
67. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
68. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
69. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
70. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
71. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
72. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
73. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
2. PJM: Does MOPR-Ex Bring Closure? Not Quite…
3. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
4. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
5. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
6. Guggenheim EEI Takeaways - Day Three
7. Guggenheim EEI Takeaways - Day Two
8. Guggenheim EEI Takeaways - Day One
9. PJM: Not So Fast - FERC Puts the Brakes on August Auction
10. Utility and IPP 2Q19 Model Sweep
11. ERCOT: Guggenheim Texas Power Market Luncheon Recap
12. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
13. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
14. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
15. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
16. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
17. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
18. Guggenheim's 2018 EEI Summary
19. Guggenheim EEI Takeaways - Day 3
20. Guggenheim EEI Takeaways - Day 2
21. Guggenheim EEI Takeaways - Day 1
22. Guggenheim EEI - Investor Question Bank
23. PJM: No Country for Common Ground; Reply Briefs Land at FERC
24. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
25. Coal/Nuclear: Will Politics “Trump” Reality
26. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
27. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
28. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
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Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.
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NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
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CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.
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Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.
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OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
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or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
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Ticker Price Rating
AEP 94.98 Sell
CNP 26.66 Buy
DUK 91.30 Buy
ETR 121.58 Buy
EXC 45.81 Buy
FE 48.04 Buy
NEE 247.73 Buy
NWN 72.05 Sell
PEG 58.38 Buy
PNW 92.04 Neutral
POR 56.99 Sell

 

 Power, Utilities & Alternative Energy January 15, 2020

The Guggenheim Daily Transmission: AEP, DUK,
NEE, ETR, PNW, AEP/FE, POR/NWN, NJ/EXC/FE/
PEG/Policy, PJM, EIA

For other Guggenheim Hosted Client Utility Events including
Commissioner Roundtable and NDR schedule, scroll down

‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies –
Be Selective, Pick Your Names Wisely (see HERE)

AEP – ALJs file testimony providing clarification on previous testimony regarding ring-
fencing, vegetation

DUK – Joint Motion granted for extended briefing schedule in SC Supreme Court
regarding coal ash appeal

DUK/NEE – SC DOA requests 60-day extension to analyze Santee Cooper bids and
mgmt proposal to maintain independence

NEE – CPUC Requests FERC to brief ROEs in TransBay Cable rate proceeding

ETR – Mississippi PSC approves ETR rider recovery

PNW – APS rate comparison tool; political actions focus of lengthy conversation at ACC
open meeting

AEP/FE – Consumer advocates and large power customers push for refund language
in tariffs

POR/NWN – Carbon cap and trade legislation reemerges

NJ/EXC/FE/PEG/Policy – Assembly sends EV legislation to Governor Murphy

PJM – PA lawmakers, officials, and landowners remain opposed to transmission project

EIA – Coal and natural gas generation estimates revised down in EIA’s STEO

AEP – ALJs file updated testimony providing clarification on previous testimony
regarding ring-fencing, vegetation

• Ahead of the expected January 16th decision by the Texas PUC on the AEP GRC, the
ALJ recommended three revisions to its testimony:

• On ringfencing, the ALJ maintains AEP Texas must work to ensure that its credit ratings
at S&P and Moody's remain at or above AEP Texas's current credit ratings (Baa+). And,
that except for access to the Utility Money Pool and the use of shared assets governed
by the Commission's affiliate rules, AEP Texas must not commingle its assets with those
of other AEP affiliates.

• The Commission should direct the AEP Texas to defer $26mn in vegetation costs and
amortize them over the lives of the rights of way.

• In addition, the company would be required to return certain federal tax reform-related
liabilities to ratepayers over a four-year period through a $22.2 million credit to an income
tax refund (or ITR) rider. As a result, retail delivery customers would experience a $19.8
million overall net rate reduction in the first year of new rates.

• Docket HERE.
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Guggenheim takeaway: In case you missed it. Following recent noise in TX during the
CNP rate proceeding, investor focus centers on the AEP Texas (and CNP) GRC decision
expected on January 16. But datapoints from the commission have skewed towards a more
positive outcome than some feared for TX peer, Houston Electric. Indeed, see our CNP
upgrade following the CNP settlement, which we believe will be at least in line to more
constructive versus Street expectations and amended PFD/PUCT language. We maintain
the view that the commissioner's “number run memo” for CNP after the December 4 2019
meeting has set expectations and the outcome of settlement talks will be a constructive
catalyst vs expectations – i.e., why would CNP settle if it was the contra of this? See our
CNP note for details including assumptions on what a settlement could look like. So, the
data point for TX is getting better vs. last year if you are referencing AEP peers. Recall,
AEP Texas requested a $59M revenue increase on a 10.5% ROE and 45% equity layer
compared to Staff at a -$12.9M revenue decrease on a 9.0% ROE and 40% equity layer,
and the ALJ proposal of $2.4M revenue increase on a 9.4% ROE and 45% equity layer:
midpoint of this bid/ask seems probable, in our opinion.

DUK – Joint Motion granted for extended briefing schedule in SC Supreme Court
regarding coal ash appeal

• DEC and staff filed a Joint Motion to extend the briefing deadlines by 30 days from
December 18 regarding Duke’s SC coal ash appeal.

• Initial brief to be served by 3/2/20, respondent brief by 5/15/20, and reply briefs by
6/22/20.

• Docket HERE.

Guggenheim takeaway: As a reminder, Duke anticipates an allocation of South Carolina’s
portion of coal ash costs at ~9% of DEP’s estimated total coal ash cost and 25% of DEC’s.
In summation, it brings SC’s allocation of coal ash cost to ~20% of the total $8-$9B all-in
cost, bringing the total cost to ~$1.5B on the high end of costs to be allocated to South
Carolina spread over multiple years. So, even under a draconian scenario where one was
to write off all of SC ash recoveries (i.e. Duke loses case), or ~$1.5Bn, it would be spread
out over years, i.e. $100M or less per year, which we believe should be very easily absorbed
and manageable, given Duke’s overall scale. In North Carolina, a settlement agreement
stipulates a $1.5B decrease from Duke’s original estimated incremental undiscounted cost
to close the nine remaining basins by excavation of approximately $4B to $5B. We saw
a positive outcome in NC on multiple fronts, with: 1) reduced total costs estimated costs,
2) an extended timeline, 3) incremental capex of $400-$500M that we believe can easily
be absorbed by Duke without a material change to total capital spend, 4) in our view, the
language “reasonable, prudent, in the public interest, and consistent with law having in
agreed upon with the DEQ and SELC" bolsters their position on how recovery of the costs
will be managed with the Commission. Coal ash isn’t a major concern for us.

DUK/NEE – SC DOA requests 60-day extension to analyze Santee Cooper bids and
mgmt proposal to maintain independence

• The Department of Administration (DOA) requested a 60-day extension on its
Wednesday deadline, requesting more time to complete its report.

• In the report, DOA is expected to analyze bids to purchase or manage Santee Cooper as
well as a proposal by Santee Cooper’s current leadership to continue running the utility.

• Several bidders are expected to submit offers for the utility, but SC has not released the
identities of those who made proposals. Duke Energy and NextEra Energy are among
those expected, in our view, to make offers.

• More HERE.

Guggenheim takeaway: FYI In case you missed it.See our 2020 Utility Outlookpiece for
more color on this (link above)

NEE – CPUC Requests FERC to brief ROEs in TransBay Cable rate proceeding
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• California PUC requests that FERC grant the motion for a Commission order scheduling
briefs on issues raised in Trans Bay’s request for rehearing, including the issue of 13.5%
ROE.

• CPUC sees the proceeding as “an appropriate ..[to] take a closer look at Trans Bay’s
13.5% ROE and determine whether the circumstances as they currently exist still support
the continuation of Trans Bay’s 13.5% ROE going forward”.

• TransBay Cable requested a review of rates to update for emergent risks of wildfire
by updating costs of incremental insurance, a self-insurance fund for commercially
unavailable coverage and a continued 13.5% ROE.

• Docket: ER19-2846.

Guggenheim takeaway:For your awareness. The proceeding is currently in the settlement
conference stage, and if there is no settlement, litigation and briefing will be ordered.

ETR – Mississippi PSC approves ETR rider recovery

• The MPSC ordered that the rider filing and percentage adjustment factors are approved
for ETR MS rates.

• Percentage Adjustment Factor of 3.33603% under Schedule UPC-4 (Revised) approved
for rates on January 31, 2020.

• This is an annual rider filing, filed each November.

• Docket: 2014-UN-132.

Guggenheim takeaway:For your awareness.

PNW – APS rate comparison tool; political actions focus of lengthy conversation at
ACC open meeting

• APS executives, including CEO Jeff Guldner, were on hand to discuss the rate
comparison tool and political spending, with Guldner committing to no political spending:
“Under my leadership, Pinnacle West and APS and any of our affiliates will neither directly
nor indirectly participate in any election of any corporation commissioner through either
financial or in-kind support.”

• Commissioners continue to look for Brattle’s audit report (expected today, 1/15) and
discuss tasking Staff with contracting with another third-party consultant.

• Commissioner Dunn, while taking some criticism from public speakers for not recusing
himself, noted to Guldner “my hope is that you live up to your reputation.”

• Commissioner Kennedy expressed significant interest in the recent executive-level
changes, including the promotion of Ted Geisler.

• CEO Guldner also went to significant lengths to explain to the Commission how certain
expenses reported in SEC documents are not actually recovered from ratepayers and
are disclosed as O&M: “I would not seek to recover these from customers.”

• Docket HERE; replay HERE.

Guggenheim takeaway: Our impression from the meeting was generally status quo, with
fewer fireworks vs. December but some stern words from parties (e.g. Champion) and
Commissioners (Kennedy). In our view, the Commissioners have looked favorably upon
Guldner’s continued presence and the company’s many efforts to rectify the rate tool errors,
but the relationship rebuild remains in the opening inning. Stay tuned.

AEP/FE – Consumer advocates and large power customers push for refund language
in tariffs

• Several groups are pushing for refund language to be added to tariffs in comments filed
in PUCO’s ongoing tariff rulemaking docket
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• “It is time for justice for consumers on the refund issue. Given the Supreme Court’s
recent acknowledgment that PUCO subject-to-refund tariffs would solve the injustice, this
rulemaking is the forum to right this wrong.” - Ohio Consumers’ Counsel

• Dec request HERE; filing HERE 18-276-AU-ORD.

Guggenheim takeaway: Minor FYI, and a process catalyzed by the Ohio Supreme Court’s
DMR decision in 2Q19.

POR/NWN – Carbon cap and trade legislation reemerges

• Democrats have reportedly reintroduced cap and trade legislation in the Oregon Senate,
seeking to move on the initiative despite the shorter 35-day session this year.

• The latest iteration includes concessions to rural areas, including a phased approach and
omitting carbon pricing from fuel sold in sparsely populated regions.

• More HERE.

Guggenheim takeaway: The shorter legislative session makes this a tough climb for
lawmakers, in our view, with deep fault lines remaining in the state following last year’s
dramatic Republican exodus to Idaho. Initial impressions are that C&I concerns may persist,
to say nothing of the challenges in trying to legislatively divide regions by density.

NJ/EXC/FE/PEG/Policy – Assembly sends EV legislation to Governor Murphy

• The NJ Assembly passed comprehensive legislation designed to expand the role of EVs
in the state.

• S2252 sets forth a suite of measures designed to tackle transport GHGs, including 400
fast charging stations, rebates for EV purchases and requiring staggered phase-ins of
electric buses.

• “New Jersey did more to fight GHGs today than anything they have done in over a
decade.” - Jeff Tittel, Director of the New Jersey Sierra Club.

• More HERE and HERE.

Guggenheim takeaway: Generally as expected following the Committee votes last week.
As a reminder (see HERE), the legislation tasks the BPU with facilitating the infrastructure
buildout. As we noted previously, the language around utility involvement is vaguely
written, but we view deference to the BPU as a positive, given our view that Board sees
decarbonization as an immediate 'all-hands-on-deck' situation. The movement come only
weeks after EXC’s ACE filed its own EV charging proposal with the BPU for ~250 charging
stations. While the ultimate value of all of this remains to be determined, EV infrastructure
is one of the remaining pillars of Murphy’s decarbonization push we have been looking out
for: EE efforts at JCP&L and ACE remain the others. As a reminder, the bill still must be
signed by Murphy.

PJM – PA lawmakers, officials, and landowners remain opposed to transmission
project

• Multiple parties have written to the PJM Board opposing the Independence Energy
Connection West market efficiency transmission project.

• “We recognize that PJM’s Independent Market Monitor does not support the very concept
of market efficiency transmission projects. However, PJM is obligated to implement
its governing documents and tariffs that have been approved by the Federal Energy
Regulatory Commission. As part of its tariff obligations to maintain and plan the grid,
PJM is required to evaluate economic congestion on the system and identifies solutions
to mitigate that congestion. In this case, the Independence Energy Connection project
had been selected to relieve congestion so that electricity can continue to be delivered
economically to consumers in the region” - Sue Riley, Interim CEO

• Letters HERE; PJM letter HERE.

GUGGENHEIM SECURITIES, LLC Page 4See pages 12 - 13 for analyst certification and important disclosures.

POWER, UTILITIES & ALTERNATIVE ENERGY

January 15, 2020

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 466

Attachment SDR-ROR-10(e)
466 of 559

https://www.puco.ohio.gov/media-room/media-releases/puco-seeks-comments-on-administrative-rules/
http://dis.puc.state.oh.us/TiffToPDf/A1001001A20A13B70410H01515.pdf?
https://www.oregonlive.com/politics/2020/01/democrats-publicly-unveil-new-climate-change-legislation-still-face-significant-opposition.html
https://njbiz.com/murphy-decide-bill-creating-ev-incentives-statewide-program/
https://www.insidernj.com/press-release/electric-vehicle-bill-goes-govs-desk/
https://guggenheimsecurities.bluematrix.com/sellside/EmailDocViewer?encrypt=24a1a604-66dc-4ba0-ab14-cb457d90fd60&mime=pdf&co=guggenheim&id=replaceme@bluematrix.com&source=mail
https://www.pjm.com/-/media/about-pjm/who-we-are/public-disclosures/20200114-several-letters-re-independence-energy-connection-west.ashx?la=en
https://www.pjm.com/-/media/about-pjm/who-we-are/public-disclosures/20200114-susan-riley-response-to-several-letters-re-independence-energy-connection-west.ashx?la=en


Guggenheim takeaway: Interesting FYI on long-running pushback against the project.

EIA – Coal and natural gas generation estimates revised down in EIA’s STEO

• The EIA has revised down its 2020 coal and natural gas generation estimates, in its latest
monthly short-term energy outlook.

• 2020 coal-fired generation estimates in the January report were 21% of the utility-scale
generation, down from December estimates of 22%, while natural gas generation was
revised to 38% from 39%.

• EIA Administrator Linda Capuano stated: “Increasing competition from renewables will
cause the natural gas share in U.S. electricity to remain stable at about 37% to 38%
through 2021.”

• Retail electricity sales for 2020 were revised slightly upward by 0.2% in the second and
fourth quarter and 0.1% in the third quarter, while first quarter estimates remained flat.

• Link HERE.

Guggenheim takeaway: Minor revisions in the outlook. Surprisingly, natural gas prices
remain low, yet the estimates for natural gas generation are flat to slightly negative.
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Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC CMS 3/19-3/20 Midwest  

WEC 2/18-2/21 West Coast VST 4/1-4/2 Midwest  

SO 2/25-2/26 Midwest DTE 4/6-4/7 West Coast  

AWK 3/2 West Coast  OGS 10/1-10/2 TBD  

ES 3/11 NYC  DUK 10/8-10/9 Midwest  
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
2. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
3. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
4. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
5. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
6. EXC: EDF Finally Ejects
7. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
8. EXC: It’s a Federal Probe, Not a Wildfire…
9. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
10. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
11. DUK - SB 559 Moving Constructively Through the Process
12. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
13. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
14. VST Meeting: Quick Takes from Our Abridged Texas Trip
15. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
16. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
17. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
18. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
19. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
20. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
21. VST: Vistra Lassos Ambit Energy
22. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
23. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
24. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
25. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
26. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
27. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
28. PPL - A Quandary Unlike Any Other
29. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
30. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
31. LNT: For a Good Night’s Sleep, Take Alliant
32. NRG: More Down‘Stream’ Retail Expansion
33. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
34. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
35. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
36. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
37. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
38. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
39. SRE: Simplicity is the Ultimate Sophistication…
40. VST: Another Day, Another Illinois Policy Proposal
41. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
42. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
43. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
44. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
45. EXC NDR: State Rescue Cometh - Deeper Dive
46. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
47. D: NDR – Coming Out Party Well Received - March Madness Continues
48. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
49. FE NDR: Time Is the Furthest Distance Between Two Points…
50. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
51. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
52. SRE: Another Day, Another Dollar: Buying Low; Selling High
53. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
54. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
55. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
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56. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
57. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
58. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
59. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
60. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
61. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
62. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
63. PEG - Mgmt. NDR: Jersey Strong through the Midwest
64. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
65. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
66. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
67. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
68. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
69. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
70. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
71. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
72. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
73. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
2. PJM: Does MOPR-Ex Bring Closure? Not Quite…
3. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
4. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
5. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
6. Guggenheim EEI Takeaways - Day Three
7. Guggenheim EEI Takeaways - Day Two
8. Guggenheim EEI Takeaways - Day One
9. PJM: Not So Fast - FERC Puts the Brakes on August Auction
10. Utility and IPP 2Q19 Model Sweep
11. ERCOT: Guggenheim Texas Power Market Luncheon Recap
12. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
13. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
14. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
15. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
16. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
17. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
18. Guggenheim's 2018 EEI Summary
19. Guggenheim EEI Takeaways - Day 3
20. Guggenheim EEI Takeaways - Day 2
21. Guggenheim EEI Takeaways - Day 1
22. Guggenheim EEI - Investor Question Bank
23. PJM: No Country for Common Ground; Reply Briefs Land at FERC
24. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
25. Coal/Nuclear: Will Politics “Trump” Reality
26. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
27. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
28. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors, including quality of research,
investor client feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 241 56.57% 40 16.60%

NEUTRAL 168 39.44% 8 4.76%

SELL 17 3.99% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Guggenheim Securities Equity Research & Equities Teams

Healthcare Equity Research

Animal Health, Life Science Tools and Omics
David Westenberg, CFA 617.859.4624
David.Westenberg@guggenheimpartners.com 

Biotechnology
Etzer Darout, Ph.D. 617.859.4609
Etzer.Darout@guggenheimpartners.com

Whitney Ijem 212.518.9778
Whitney.Ijem@guggenheimpartners.com 

Michael Schmidt, Ph.D. 617.859.4636
Michael.Schmidt@guggenheimpartners.com 

Yatin Suneja 212.518.9565
Yatin.Suneja@guggenheimpartners.com 

Emerging Pharmaceuticals
Dana Flanders, CFA 212.293.2820
Dana.Flanders@guggenheimpartners.com

Global Pharmaceuticals
Seamus Fernandez 617.859.4637
Seamus.Fernandez@guggenheimpartners.com 

Healthcare Technology & Distribution
Glen Santangelo 212.518.9294
Glen.Santangelo@guggenheimpartners.com

Vikram Kesavabhotla, CFA 212.518.9271
Vikram.Kesavabhotla@guggenheimpartners.com

Medical Supplies & Devices
Chris Pasquale 212.518.9420
Chris.Pasquale@guggenheimpartners.com

Technology, Media & Telecom Equity Research

Sales and Trading Offices

New York   212.292.4700
San Francisco   415.852.6451
Boston   617.859.4626
Chicago   312.357.0778
Los Angeles 310.260.6832
Richmond 804.253.8052

Automotive
Ali Faghri 310.319.2562
Ali.Faghri@guggenheimpartners.com

Beverages & Food Producers
Laurent Grandet 212.372.6368
Laurent.Grandet@guggenheimpartners.com

Food Retailers; Consumables Retail/Distribution
John Heinbockel 212.381.4135
John.Heinbockel@guggenheimpartners.com

Hardlines Retail
Steven Forbes, CFA, CPA 212.381.4188
Steven.Forbes@guggenheimpartners.com

Restaurants
Matthew DiFrisco 212.823.6599
Matthew.DiFrisco@guggenheimpartners.com

Retailing/Department Stores and Specialty Softlines
Robert Drbul 212.823.6558
Robert.Drbul@guggenheimpartners.com

Consumer Equity Research

Communications Infrastructure
Robert Gutman 212.518.9148
Robert.Gutman@guggenheimpartners.com

Digital Services 
Jake Fuller 212.518.9013
Jake.Fuller@guggenheimpartners.com

Entertainment & Digital Media
Michael Morris, CFA 804.253.8025
Michael.Morris@guggenheimpartners.com

Curry Baker 804.253.8029
Curry.Baker@guggenheimpartners.com

Financial Technology
Jeff Cantwell, CFA 212.823.6543
Jeffrey.Cantwell@guggenheimpartners.com

Software
Nandan Amladi 212.823.6597
Nandan.Amladi@guggenheimpartners.com

Imtiaz Koujalgi 212 518 9398
Imtiaz.Koujalgi@guggenheimpartners.com

Ken Wong, CFA 415.852.6465
Ken.Wong@guggenheimpartners.com

Telecom, Cable & Satellite Services
Mike McCormack, CFA 212.518.9774
Mike.McCormack@guggenheimpartners.com

Consumer Equities Team

Consumer Sector Specialist
Carey Kaufman 504.299.3424
Carey.Kaufman@guggenheimpartners.com

Exploration & Production
Subash Chandra, CFA 212.918.8771
Subash.Chandra@guggenheimpartners.com

Power, Utilities & Alternative Energy
Shahriar Pourreza, CFA 212.518.5862
Shahriar.Pourreza@guggenheimpartners.com

Energy & Power Equity Research

Healthcare Equities Team

Healthcare Sector Specialist
Whitney Wolfe 212.518.9630
Whitney.Wolfe@guggenheimpartners.com

Brennan Doyle 617.859.4622
Brennan.Doyle@guggenheimpartners.com

Senior Healthcare Policy Advisor
Neal Masia 212.518.9750
Neal.Masia@guggenheimpartners.com
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Ticker Price Rating
CNP 26.28 Buy
EXC 46.19 Buy
HE 46.12 Neutral
NJR 43.22 Sell
NWE 72.28 Neutral
SJI 31.74 Buy
SO 64.54 Neutral

 

 Power, Utilities & Alternative Energy January 14, 2020

The Guggenheim Daily Transmission: CNP, NJR/SJI/
SO, EXC-ISO, HE, NWE, PJM

For other Guggenheim Hosted Client Utility Events including
Commissioner Roundtable and NDR schedule, scroll down

‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies –
Be Selective, Pick Your Names Wisely (see HERE)

CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of
TX Settlement Terms, Upgrading to BUY (see HERE)

NJR/SJI/SO – Lower Delaware Wild and Scenic River join as interveners in PennEast
FERC docket

EXC/ISO-NE – EXC expresses displeasure at RTO’s proposal to remove fuel security
optionality from FCA 15 delivery year

HE – Hawaii Electric launches Electric Vehicle charging program

NWE – SEC is staying out of Northwestern shareholder dispute

PJM – GIP moves to sell 1.4GW CPV portfolio

NJR/SJI/SO – Lower Delaware Wild and Scenic River join as interveners in PennEast
FERC docket

• The National Wild and Scenic Rivers System filed with its aim to preserve “certain rivers
with outstanding natural, cultural, and recreational values in a free-flowing condition for
the enjoyment of present and future generations. The Lower Delaware Wild & Scenic
River Management Council, a part of the National Wild and Scenic Rivers System,
focuses on the area of the Delaware River south of the Delaware Water Gap and north
of Trenton.

• The interveners filed with continued opposition to the construction and future operation
of the PennEast project. In their view, environmental impacts affecting the health of the
Delaware River and surrounding communities in Pennsylvania and New Jersey cannot
be ignored.

• More HERE.

Guggenheim takeaway: Procedural heads-up for those monitoring an already contentious
project.

EXC/ISO-NE – EXC expresses displeasure at RTO’s proposal to remove fuel security
optionality from FCA 15 delivery year

• In a strongly worded protest, EXC has expressed its displeasure with ISO-NW’s proposal
to remove the option for short-term cost of service agreements, after the window for the
Mystic units’ current agreements is slated to end.

• "There is simply no reason to shorten the life of the fuel security provisions now when
doing so would unnecessarily limit ISO-NE's options for addressing fuel-security needs
when it is not clear that market reforms will be in place in time for FCA 15.” - EXC

• See HERE.
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Guggenheim takeaway: Minor heads up, and an understandable position for EXC. We
remain on the lookout for details on the RTO’s fuel security work, with a final filing due April
15. Given the region’s repeated failure to address the same issue (be it through PFP, or the
now defunct WRP), we give some credence to EXC’s position despite its beneficial position
should COS agreements be available for yet another year. Stay tuned.

HE – Hawaii Electric launches Electric Vehicle charging program

• Hawaii Electric kicked off a state-funded electric vehicle charging station program which
will award incentives for EVCS installation projects.

• The program allocates $0.4M in rebates and will run through June 2021.

• Media here.

Guggenheim takeaway:For your awareness.

NWE – SEC is staying out of Northwestern shareholder dispute

• The SEC is staying out of a shareholder dispute with NorthWestern Corp. about the
company’s ability to block a proxy vote, leaving the matter to the courts.

• SEC acting Deputy Chief Counsel M. Hughes Bates stated: “Because the matter is
pending adjudication by a court of competent jurisdiction, in accordance with the staff's
longstanding policy, we decline to state a view on the company's intention to exclude
the proposal from its proxy materials relating to the upcoming annual meeting of security
holders.”

• The resolution was proposed by attorney and shareholder Thomas Tosdal, who holds the
required number of shares and has held them for over a year, to end coal-fired generation
from the Colstrip plant and replace it with renewables and storage by 2025.

Guggenheim takeaway: Minor point. We will continue to monitor the process.

PJM – GIP moves to sell 1.4GW CPV portfolio

• GIP is exploring the potential sale of Competitive Power Ventures, a 1.4GW portfolio of
assets primarily composed of newer CCGTs, according to SparkSpread.

• The partial interests in the gas assets are located in PJM, NYISO and ISO-NE

Guggenheim takeaway: Very interesting development, but not altogether surprising to us,
given the potential exit needs of GIP. We remain on the lookout for further data points, as this
latest announcement only adds to a string of recent offerings in the eastern markets, and
particularly NYISO. As we have noted previously, the eastern markets remain oversupplied,
in our view.
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Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close1/13/2020 Guggenheim Consensus

Market Target Current Dividend ('20) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 18.9 Buy $82 $77.63 2.7% 55% 246 3.44   3.83   4.03   4.34   22.6 20.3 19.3 17.9 3.45   3.81   4.03   4.35   22.5 20.4 19.3 17.9

AEP American Electric Power 46.6 Sell $84 $94.63 3.0% 60% 494 4.42   4.74   4.99   5.28   21.4 20.0 19.0 17.9 4.40   4.69   5.05   5.38   21.5 20.2 18.8 17.6

ALE ALLETE 4.2 Buy $88 $81.43 3.1% 59% 52 3.73   4.20   4.32   4.38   21.8 19.4 18.9 18.6 3.71   4.15   4.29   4.34   21.9 19.6 19.0 18.8

AVA Avista 3.2 Sell $40 $47.62 3.4% 72% 67 2.05   2.22   2.43   2.57   23.3 21.4 19.6 18.5 1.99   2.12   2.41   2.55   23.9 22.4 19.8 18.7

CMS CMS Energy 17.9 Neutral $61 $63.69 2.6% 57% 284 2.69   2.88   3.08   3.29   23.7 22.1 20.7 19.3 2.67   2.87   3.08   3.30   23.8 22.2 20.7 19.3

DUK Duke Energy 66.3 Buy $100 $91.24 4.3% 71% 733 5.21   5.49   5.78   6.05   17.5 16.6 15.8 15.1 5.15   5.36   5.68   5.94   17.7 17.0 16.1 15.4

ED Consolidated Edison 29.1 Sell $77 $87.79 3.5% 65% 332 4.50   4.70   4.79   5.00   19.5 18.7 18.3 17.5 4.53   4.73   4.88   5.07   19.4 18.6 18.0 17.3

EIX Edison International* 27.1 Suspended NA $75.37 NA NA 359 NA NA NA NA NA NA NA NA 4.57   4.69   4.64   5.15   16.5 16.1 16.2 14.6

ES Eversource Energy 27.3 Buy $89 $85.15 2.6% 56% 324 3.70   3.96   4.18   4.41   23.0 21.5 20.4 19.3 3.65   3.87   4.09   4.35   23.3 22.0 20.8 19.6

ETR Entergy 24.0 Buy $129 $121.52 3.1% 63% 199 5.66   6.02   6.42   6.76   21.5 20.2 18.9 18.0 5.60   5.97   6.36   6.71   21.7 20.4 19.1 18.1

EVRG Evergy 14.9 Buy $69 $65.23 3.2% 63% 228 3.12   3.28   3.46   3.60   20.9 19.9 18.9 18.1 3.13   3.26   3.42   3.60   20.9 20.0 19.1 18.1

FE FirstEnergy 25.7 Buy $53 $47.77 3.3% 59% 540 2.51   2.66   2.79   2.90   19.0 17.9 17.1 16.5 2.49   2.64   2.76   2.95   19.2 18.1 17.3 16.2

HE Hawaiian Electric 5.0 Neutral $44 $46.12 2.9% 61% 109 2.03   2.16   2.27   2.42   22.8 21.3 20.3 19.1 2.00   2.16   2.27   2.42   23.0 21.4 20.3 19.1

LNT Alliant Energy 13.6 Neutral $49 $55.58 2.7% 59% 245 2.40   2.57   2.70   2.85   23.2 21.7 20.6 19.5 2.42   2.57   2.72   2.87   22.9 21.6 20.4 19.4

NWE NorthWestern 3.6 Neutral $71 $72.28 3.3% 66% 50 3.47   3.65   3.80   3.96   20.8 19.8 19.0 18.3 3.53   3.69   3.85   4.00   20.5 19.6 18.8 18.1

PCG PG&E Corporation* 5.4 Suspended NA $11.07 NA NA 529 NA NA NA NA NA NA NA NA 3.41   3.76   - - 3.2 2.9 - -

PNW Pinnacle West 10.2 Neutral $93 $91.23 3.5% 61% 112 4.84   5.16   5.49   5.77   18.9 17.7 16.6 15.8 4.87   5.12   5.45   5.77   18.7 17.8 16.7 15.8

POR Portland General Electric 5.1 Sell $49 $56.79 2.8% 59% 89 2.56   2.75   2.83   2.89   22.2 20.7 20.0 19.7 2.57   2.74   2.85   2.90   22.1 20.7 19.9 19.6

PPL PPL Corporation 25.6 Buy $38 $35.43 4.9% 68% 723 2.54   2.53   2.66   2.78   13.9 14.0 13.3 12.8 2.53   2.53   2.66   2.78   14.0 14.0 13.3 12.7

SO Southern Company 66.8 Neutral $60 $64.54 3.9% 75% 1049 3.22   3.41   3.58   3.76   20.0 18.9 18.0 17.2 3.18   3.30   3.52   3.79   20.3 19.5 18.3 17.0

WEC WEC Energy 29.2 Neutral $93 $93.65 2.5% 59% 315 3.73   3.98   4.26   4.50   25.1 23.5 22.0 20.8 3.74   4.00   4.27   4.53   25.0 23.4 21.9 20.7

*Average (Excl. PPL for P/E) 3.1% 62.3% 21.5 20.1 19.1 18.2 21.6 20.3 19.1 18.1

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.5 Neutral $92 $92.85 1.7% 37% 16 4.02   4.30   4.54   4.84   22.9 21.6 20.5 19.2 4.00   4.21   4.54   4.84   23.2 22.0 20.5 19.2

NI NiSource 10.4 Buy $30 $27.86 3.0% 57% 374 1.40   1.48   1.56   1.65   19.9 18.8 17.8 16.9 1.38   1.46   1.54   1.65   20.2 19.1 18.1 16.9

NJR New Jersey Resources 4.1 Sell $39 $43.22 2.9% 56% 96 2.09   2.28   2.46   2.64   20.7 18.9 17.6 16.4 2.11   2.31   2.46   2.64   20.5 18.7 17.6 16.4

NWN NW Natural Gas 2.2 Sell $59 $72.22 2.7% 73% 30 2.52   2.64   2.72   2.77   28.7 27.4 26.5 26.1 2.53   2.66   2.73   2.80   28.5 27.2 26.5 25.8

OGS ONE Gas 4.9 Neutral $93 $92.84 2.3% 56% 53 3.64   3.89   4.18   4.51   25.5 23.9 22.2 20.6 3.65   3.85   4.20   4.51   25.4 24.1 22.1 20.6

SJI South Jersey Industries 2.9 Buy $37 $31.74 3.8% 70% 92 1.61   1.72   1.91   2.02   19.7 18.5 16.6 15.7 1.58   1.69   1.88   2.02   20.0 18.7 16.9 15.7

SR Spire 4.2 Sell $76 $81.85 3.1% 63% 51 3.83   4.01   4.30   4.52   21.4 20.4 19.0 18.1 3.83   4.03   4.24   4.52   21.4 20.3 19.3 18.1

Average     3.0% 62% 22.6 21.3 20.0 19.0 22.7 21.4 20.1 18.9

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 45.0 Buy $53 $46.19 3.2% 49% 972 3.05   3.00   3.07   3.11   15.1 15.4 15.0 14.8 3.08   3.03   3.09   3.23   15.0 15.2 15.0 14.3

PEG PSEG 29.5 Buy $66 $58.25 3.4% 56% 506 3.48   3.55   3.75   4.02   16.7 16.4 15.5 14.5 3.42   3.47   3.69   3.92   17.0 16.8 15.8 14.8

Average     3.3% 52% 15.9 15.9 15.3 14.7 16.0 16.0 15.4 14.6

Market Target Current Dividend ('20) Payout Diluted   Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 9.3 Buy $51 $36.92 3.3% - 252 1,981 1,897 1,864 1,824 7.1 7.1 6.7 6.3 1,989 1,901 1,797 1,824 7.2 7.5 7.9 -

VST Vistra Energy 11.0 Buy $39 $22.53 2.4% - 487 3,440 3,364 3,291 3,241 5.9 5.7 5.6 5.3 3,395 3,261 3,160 3,091 5.8 6.0 5.9 -

Average 6.5 6.4 6.1 5.8 6.5 6.7 6.9 -

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 13.2 Buy $29 $26.28 4.6% 70% 502 1.59   1.72   1.87   2.02   16.5 15.3 14.0 13.0 1.63   1.70   1.79   1.83   16.1 15.5 14.7 14.3

D Dominion 67.6 Buy $90 $82.05 4.6% 80% 823 4.45   4.69   4.93   5.19   18.4 17.5 16.6 15.8 4.38   4.63   4.87   5.17   18.7 17.7 16.9 15.9

DTE DTE Energy 24.8 Buy $140 $129.59 3.1% 56% 192 6.68   7.14   7.55   7.82   19.4 18.2 17.2 16.6 6.60   7.11   7.47   8.08   19.6 18.2 17.3 16.0

NEE NextEra 119.0 Buy $275 $246.40 2.1% 52% 489 9.23   10.07 10.73 11.40 26.7 24.5 23.0 21.6 9.07   9.85   10.62 11.33 27.2 25.0 23.2 21.7

OGE OGE Energy 8.9 Neutral $44 $44.69 3.6% 66% 200 2.32   2.44   2.56   2.70   19.3 18.3 17.5 16.6 2.29   2.39   2.50   2.61   19.5 18.7 17.9 17.1

SRE Sempra Energy 42.2 Buy $186 $151.17 2.8% 54% 282 7.20   7.78   8.09   8.48   21.0 19.4 18.7 17.8 7.09   7.81   8.13   8.48   21.3 19.3 18.6 17.8

Average     3.5% 63.2% 20.2 18.9 17.8 16.9 20.4 19.1 18.1 17.2

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 22.2 Neutral $115 $123.74 1.8% 51% 181 3.85   4.26   4.65   5.02   32.1 29.0 26.6 0.0 3.87   4.22   4.60   4.98   32.0 29.3 26.9 24.9

Market Target Current Dividend ('20) Payout Diluted   Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.6 Suspended NA $20.15 NA - 183 NA NA NA # NA NA NA NA 1,049 1,133 NA NA 9.7 8.7 NA NA

NEP NextEra Energy Partners 3.3 Buy $63 $54.17 4.3% - 61 1,383 1,532 1,660 1,775 9.3 8.7 0.0 0.0 1,303 1,408 1,586 1,721 9.8 9.5 8.8 NA

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.

Shahriar (Shar) Pourreza, CFA James Kennedy Constantine Lednev Kody Clark
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Robert Koryl
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC CMS 3/19-3/20 Midwest  

WEC 2/18-2/21 West Coast VST 4/1-4/2 Midwest  

SO 2/25-2/26 Midwest DTE 4/6-4/7 West Coast  

AWK 3/2 West Coast  OGS 10/1-10/2 TBD  

ES 3/11 NYC  DUK 10/8-10/9 Midwest  
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. CNP – Settlement Cometh: Time to Anticipate vs. React… So We Move Ahead of TX Settlement Terms, Upgrading to BUY
2. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
3. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
4. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
5. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
6. EXC: EDF Finally Ejects
7. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
8. EXC: It’s a Federal Probe, Not a Wildfire…
9. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
10. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
11. DUK - SB 559 Moving Constructively Through the Process
12. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
13. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
14. VST Meeting: Quick Takes from Our Abridged Texas Trip
15. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
16. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
17. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
18. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
19. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
20. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
21. VST: Vistra Lassos Ambit Energy
22. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
23. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
24. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
25. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
26. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
27. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
28. PPL - A Quandary Unlike Any Other
29. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
30. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
31. LNT: For a Good Night’s Sleep, Take Alliant
32. NRG: More Down‘Stream’ Retail Expansion
33. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
34. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
35. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
36. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
37. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
38. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
39. SRE: Simplicity is the Ultimate Sophistication…
40. VST: Another Day, Another Illinois Policy Proposal
41. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
42. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
43. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
44. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
45. EXC NDR: State Rescue Cometh - Deeper Dive
46. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
47. D: NDR – Coming Out Party Well Received - March Madness Continues
48. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
49. FE NDR: Time Is the Furthest Distance Between Two Points…
50. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
51. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
52. SRE: Another Day, Another Dollar: Buying Low; Selling High
53. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
54. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
55. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
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56. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
57. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
58. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
59. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
60. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
61. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
62. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
63. PEG - Mgmt. NDR: Jersey Strong through the Midwest
64. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
65. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
66. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
67. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
68. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
69. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
70. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
71. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
72. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
73. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
2. PJM: Does MOPR-Ex Bring Closure? Not Quite…
3. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
4. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
5. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
6. Guggenheim EEI Takeaways - Day Three
7. Guggenheim EEI Takeaways - Day Two
8. Guggenheim EEI Takeaways - Day One
9. PJM: Not So Fast - FERC Puts the Brakes on August Auction
10. Utility and IPP 2Q19 Model Sweep
11. ERCOT: Guggenheim Texas Power Market Luncheon Recap
12. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
13. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
14. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
15. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
16. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
17. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
18. Guggenheim's 2018 EEI Summary
19. Guggenheim EEI Takeaways - Day 3
20. Guggenheim EEI Takeaways - Day 2
21. Guggenheim EEI Takeaways - Day 1
22. Guggenheim EEI - Investor Question Bank
23. PJM: No Country for Common Ground; Reply Briefs Land at FERC
24. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
25. Coal/Nuclear: Will Politics “Trump” Reality
26. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
27. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
28. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 238 56.13% 40 16.81%

NEUTRAL 169 39.86% 8 4.73%

SELL 17 4.01% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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As 2018 wound down, U.S. utilities were foundering. They had reached 

what we considered fair value for the first time since late 2015 and were 

limping into 2019. No longer. Utilities head into 2020 flying high. Perhaps 

too high.  

 

Low interest rates continue to support U.S. utilities’ historically rich 

valuations. The sector’s average price/earnings multiple stayed above 20 

throughout 2019, a 25% premium to the sector’s 10-year average. 

Average price/book multiples are over 2.0, and the sector trades at a 16% 

premium to our fair value estimates. 

 

We think these valuations should worry long-term investors most. In the 

near term, we think utilities are well positioned with strong balance 

sheets, secure dividends, good growth potential, and public policy 

support. Their 3.3% average dividend yield remains 130 basis points 

higher than the 10-year U.S. Treasury yield, nearly double the premium at 

the start of 2019. This gives utilities enough room to coast into a soft 

landing if interest rates start climbing in the near term.  

 

But long-term investors should be cautious. Utilities face fundamental 

risks besides interest rates. Energy efficiency is cutting into electricity and 

gas demand. Large investment needs require access to capital. 

Regulatory support could fade if customer bills rise. We think most U.S. 

utilities can grow earnings and dividends 5%-7% for several years, but 

that won’t be enough to sustain 20% annual returns and continued 

valuation expansion.  

 

Renewable energy is the sector’s key fundamental tailwind. We forecast 

that U.S. renewable energy will more than double by 2030, growing 8% 

annually and reaching one fourth of U.S. electricity use. This means 

utilities will have investment opportunities in wind farms, solar 

generation, large-scale batteries, and infrastructure to support the 

renewable energy buildout. By 2030, New York aims to hit 70% 

renewable energy and California targets 60%. Thirty other states must 

meet renewable energy targets. Utilities that can harness that growth 

might live up to their lofty valuations. 

 
Travis Miller | travis.miller@morningstar.com  

Exhibit 12  Utilities in Good Health but With Rich Valuations 
12a  Unlike past bull markets, utilities stayed on pace in 2019. 

 

12b  Long-term investors should be wary of rich valuations. 

 
12c  Utilities’ yield premium suggests sector might still have room to run. 

 

12d  Renewable energy growth is a tailwind for utilities earnings growth. 

  

Source: Morningstar, U.S. Energy Information Administration.  

Data as of Dec. 31, 2019. 
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General Disclosure  
  

The Morningstar Sector Report ("Report") is for informational purposes, intended for financial professionals (“Users”) and should 

not be the sole piece of information used by such Users or their clients in making an investment decision.  

   

The analysis within this Report is prepared by the person(s) noted in their capacity as an analyst for Morningstar Research Services 

LLC, a subsidiary of Morningstar, Inc. The written analysis are statements of opinion, not of fact, are given in good faith, are as of 

the date of the Report, and are subject to change without notice. Morningstar Research Services believes its analysts make a 

reasonable effort to carefully research information contained in their analyses. Morningstar does not audit or seek independent 

verification of any of the data, statistics, and information it receives.   

  

This Report is for informational purposes only and has no regard to the specific investment objectives, financial situation or 

particular needs of any specific recipient. This publication is intended to provide information to assist institutional investors in 

making their own investment decisions, not to provide investment advice to any specific investor. Investments discussed may not 

be suitable for all investors; Users must reference their own investment objectives, experience, taxation status and financial 

position before making any investment decision and are encouraged to read all relevant issue documents (e.g., prospectus) 

pertaining to any security. Except as otherwise required by law or provided for in a separate agreement, the analyst, Morningstar 

and its officers, directors and employees will not be responsible or liable for any trading decisions, damages or other losses 

resulting from, or related to, the information, data, analyses or opinions within the Report.   

  

Unless otherwise provided in a separate agreement, this Report may only be used in the country in which the Morningstar 

distributor is based. Unless stated otherwise, the original distributor is Morningstar, Inc., a U.S.-domiciled institution. Morningstar 

makes no representation that the Report contents meet all of the presentation and/or disclosure standards applicable in the 

recipient’s jurisdiction. The Report and its contents are not directed to, or intended for distribution to or use by, any person or 

entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, 

publication, availability or use would be contrary to law or regulation or that would subject Morningstar or its affiliates to any 

registration or licensing requirements in such jurisdiction. Where this Report is made available in a language other than English 

and in the case of inconsistencies between the English and translated versions, the English version will control and supersede any 

part or section of a Report that issued in a foreign language. Neither the analyst, Morningstar, or Morningstar affiliates guarantee 

the accuracy of the translations. This Report may be distributed in certain localities, countries and/or jurisdictions ("Territories") by 

independent third parties or independent intermediaries ("Distributors"). Such Distributors are not acting as agents or 

representatives of the analyst or Morningstar. In Territories where a Distributor distributes our Report, the Distributor, and not the 

analyst or Morningstar, is solely responsible for complying with all applicable regulations, laws, rules, circulars, codes and 

guidelines established by local and/or regional regulatory bodies, including laws in connection with the distribution third-party 

research reports.  

  

For a list of securities or sectors that Morningstar Research Services currently covers and provides written analysis on please 

contact your local Morningstar office.   

  

Please note that securities are subject to market and other risks and there is no assurance or guarantee that the intended 

investment objectives will be achieved. Past performance is not a guarantee of future performance. A security’s return and an 

investor's principal value will fluctuate so that, when redeemed, an investor's shares may be worth more or less than their original 

cost. Indexes are unmanaged and cannot be invested in directly.  

  

Conflicts of Interest  

× Analysts may own (actual or beneficial) interests in the financial products that are the subject of the Report. No material interests 

are held by Morningstar, the analyst or the analyst's immediate family in the financial products that are the subject of the Report..  

  

× Analysts' compensation is derived from Morningstar's overall earnings and consists of salary, bonus and in some cases restricted 

stock. Analysts' receive no compensation or material benefits from product issuers or third parties in connection with the Report.   

  

× Analysts may not pursue business and employment opportunities outside Morningstar Research Services within the investment 

industry (including but not limited to, working as a financial planner, an investment advisor or investment advisor representative, a 

broker-dealer or broker-dealer agent, a financial writer, reporter, or analyst).   

 

× Morningstar may provide the product issuer or its related entities with services or products for a fee and on an arms' length basis 

including software products and licenses, research and consulting services, data services, licenses to republish our ratings and 

research in their promotional material, event sponsorship and website advertising.  489
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Morningstar Research Services 

  

× Morningstar affiliates (i.e., its investment management group) may have arrangements with a fund company's affiliate to provide 

investment consulting advice, some of which an analyst may issue an investment research reports on one or more of the fund 

company's target-date funds. However, analysts do not have authority over Morningstar's investment management group's 

business arrangements nor allow employees from the investment management group to participate or influence the analysis or 

opinion prepared by them.   

  

× Morningstar, Inc. is a publicly traded company (ticker symbol: MORN) and thus a financial institution the security of which is the 

subject of this report may own more than 5% of Morningstar, Inc.'s total outstanding shares. Please access Morningstar, Inc.'s 

proxy statement, "Security Ownership of Certain Beneficial Owners and Management" section 

http://investorrelations.morningstar.com/sec.cfm?doctype=Proxy&year=&x=12   

  

× A target-date series' holding of Morningstar stock has no bearing on and is not a requirement for target-date funds Morningstar 

determines to cover.    

  

× Analysts do not have any other material conflicts of interest at the time of publication. Users wishing to obtain further information 

should contact their local Morningstar office or refer to https://corporate.morningstar.com/us/asp/subject.aspx?xmlfile=540.xml   

  

  
  

For Recipients in Australia: This Report has been issued and distributed in Australia by Morningstar Australasia Pty Ltd (ABN: 95 

090 665 544; ASFL: 240892). Morningstar Australasia Pty Ltd is the provider of the general advice ('the Service') and takes 

responsibility for the production of this report. The Service is provided through the research of investment products. To the extent 

the Report contains general advice, it has been prepared without reference to an investor's objectives, financial situation, or 

needs. Investors should consider the advice in light of these matters and, if applicable, the relevant Product Disclosure Statement 

before making any decision to invest. Refer to our Financial Services Guide (FSG) for more information at 

http://www.morningstar.com.au/fsg.pdf.  

  

For Recipients in Hong Kong: The Report is distributed by Morningstar Investment Management Asia Limited, which is regulated 

by the Hong Kong Securities and Futures Commission to provide services to professional investors only. Neither Morningstar 

Investment Management Asia Limited nor its representatives are acting or will be deemed to be acting as an investment advisor to 

any recipients of this information unless expressly agreed to by Morningstar Investment Management Asia Limited. For enquiries 

regarding this research, please contact a Morningstar Investment Management Asia Limited Licensed Representative at 

http://global.morningstar.com/equitydisclosures.  

  

For Recipients in India: This Investment Research is issued by Morningstar Investment Adviser India Private Limited. Morningstar  

Investment Adviser India Private Limited is registered with the Securities and Exchange Board of India (Registration number 
INA000001357) and provides investment advice and research. Morningstar Investment Adviser India Private Limited has not been 

the subject of any disciplinary action by SEBI or any other legal/regulatory body. Morningstar Investment Adviser India Private 

Limited is a wholly owned subsidiary of Morningstar Investment Management LLC. In India, Morningstar Investment Adviser India 

Private Limited has one associate, Morningstar India Private Limited, which provides data-related services, financial data analysis, 

and software development. The Research Analyst has not served as an officer, director, or employee of the fund company within 

the last 12 months, nor has it or its associates engaged in market-making activity for the fund company.  

  

* The Conflicts of Interest disclosure above also applies to relatives and associates of Manager Research Analysts in India. The 

terms and conditions on which Morningstar Investment Adviser India Private Limited offers Investment Research to clients varies 

from client to client and are detailed in the respective client agreement.  

  

For recipients in Japan: The Report is distributed by Ibbotson Associates Japan, Inc., which is regulated by Financial Services 

Agency. Neither Ibbotson Associates Japan, Inc. nor its representatives are acting or will be deemed to be acting as an investment 

advisor to any recipients of this information.  
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adviser in Singapore in relation to this report. Morningstar, Inc. and its affiliates rely on certain exemptions (Financial Advisers 
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Ticker Price Rating
AEE 77.01 Buy
ALE 80.85 Buy
AWK 122.56 Neutral
DTE 128.94 Buy
DUK 90.44 Buy
EXC 46.26 Buy
NEE 243.55 Buy
SO 63.66 Neutral

 

 Power, Utilities & Alternative Energy January 13, 2020

The Guggenheim Daily Transmission: DUK, DTE, SO,
EXC/IL, PNW, PJM, EXC/ISO-NE, AEE

For other Guggenheim Hosted Client Utility Events including
Commissioner Roundtable and NDR schedule, scroll down

‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies –
Be Selective, Pick Your Names Wisely (see HERE)

DUK – Joint Motion for extended briefing schedule filed with the SC Supreme Court
regarding coal ash appeal

DUK – Intervenors file testimony on DEP and DEC on CPRE tranche 1 RFP

DTE – Exceptions to Proposed Decision filed in DTE Integrated Resource Plan

SO – Sierra Club files for motion to reconsider Georgia PSC decision allowing CCR cost
recovery

EXC/IL – IL Chamber of Commerce head pens op-ed opposing CEJA

PNW – Sierra Club files to intervene in APS rate case; open meeting set for today

PJM – Renewable energy advocates see opportunities in state FRRs

EXC/ISO-NE – Mystic units 8 and 9 to remain online through 2024

AEE – Staff files supplemental direct testimony in Ameren MO rate case

DUK – Joint Motion for extended briefing schedule filed with the SC Supreme Court
regarding coal ash appeal

• DEC and staff filed a joint motion to extend the briefing deadlines by 30 days from
December 18 regarding Duke’s proposed coal cost recovery plan.

• Initial brief to be served by 3/30/20, respondent brief by 5/15/20, and reply briefs by
6/22/20.

• Docket HERE.

Guggenheim takeaway: As a reminder, Duke anticipates coal ash $800m to $1B to
be allocated to South Carolina. So, even under a draconian scenario where one was
to write off all of SC ash recoveries, or $1B, it would be spread out over 30 years,
which should be very easily absorbed and manageable, given Duke’s overall scale. In
North Carolina, a settlement agreement stipulates a $1.5B decrease from Duke’s original
estimated incremental undiscounted cost to close the nine remaining basins by excavation
of approximately $4B to $5B. We saw a positive outcome in NC on multiple fronts, with:
1) reduced total estimated costs, 2) an extended timeline, 3) incremental capex of $400-
$500M that can easily be absorbed by Duke without a material change to total capital spend,
4) in our view, the language “reasonable, prudent, in the public interest, and consistent with
law having in agreed upon with the DEQ and SELC" bolsters their position on how recovery
of the costs will be managed with the Commission.

DUK – Intervenors file testimony on DEP and DEC on CPRE tranche 1 RFP

• North Carolina Clean Energy Business Alliance ("NCCEBA") and the North Carolina
Sustainable Energy Association ("NCSEA"), request (1) that the North Carolina Utilities
Commission order DEP and DEC to remove all recently added energy storage

GUGGENHEIM SECURITIES, LLC Page 1See pages 10 - 11 for analyst certification and important disclosures.
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requirements and protocols from the Tranche 1 pro forma Competitive Procurement
of Renewable Energy ("CPRE") purchase power agreement until there is stakeholder
consensus about energy storage requirements and Commission approval of the Tranche
1 PP A energy storage provisions, (2) that the final Tranche PPA be filed with the
Commission for approval with opportunity for comment by intervenors; and (3) that
Duke's recently provided Build Transfer Agreement ("BT Agreement"), Engineering,
Procurement and Construction Agreement ("EPC Agreement"), and Asset and Asset
Purchase Agreement ("APA") be filed with the Commission for approval with opportunity
for comment by intervenors.

• Docket HERE.

Guggenheim takeaway: FYI.

DTE – Exceptions to Proposed Decision filed in DTE Integrated Resource Plan

• Intervenors filed exceptions to the PFD in the DTE IRP, most notably DTE opposes the
conclusions of the ALJ and justifies legal arguments for not adopting the PFD as currently
stated.

• Over the past few weeks since the issuance of the ALJ recommendation to reject the
PFD, over 2,000 public comments were filed protesting the IRP’s rate structures and the
continued use of coal generation.

• Docket: U-20471.

Guggenheim takeaway:For your awareness. The exceptions filing is standard procedure,
and we take note of the legal arguments which show that DTE satisfied the requirements of
the filing based on legal statute. On public comment – while some oppose rate structures that
they view as increasing the cost of solar adoption, others want a faster decarbonization track
for the generation fleet. In our view, both sides of public sentiment would have increased
costs associated with it.

SO – Sierra Club files for motion to reconsider Georgia PSC decision allowing CCR
cost recovery

• The Sierra Club submitted its Motion for Reconsideration of the Georgia Public Service
Commission decision allowing Georgia Power Company to recover $525M in Coal
Combustion Residual (“CCR”) and investments in environmental controls.

• According to the Sierra Club, they have never argued that Georgia Power should not
remediate its coal ash ponds and other CCR impoundments. However, Sierra Club is
arguing that on the record before the PSC in this proceeding, customers should not be
required to pay for GPC’s CCR environmental remediation costs.

• Docket HERE.

Guggenheim takeaway: FYI. Consider source: noise.

EXC/IL – IL Chamber of Commerce head pens op-ed opposing CEJA

• Illinois Chamber of Commerce President and CEO Todd Maisch has penned an op-ed
on UtilityDive, criticizing CEJA and what he sees as damaging cost increases,

• “Illinois must address the unfair costs on large users and employers, who pay the brunt
of new energy programs and changes through increased electricity bills, forgoing hiring
and jobs, and investments in environmental controls. Illinois cannot continue to burden
our job creators with the weight of these changes and must reject calls to have the state
procure its own capacity.” – Maisich

• “The Illinois Chamber believes that enacting CEJA would inflict billions of dollars in
increased energy costs on Illinois ratepayers and strongly cautions the Illinois General
Assembly against proceeding with this legislation without undertaking a thorough
analysis of these proposals to determine if a measurable benefit is provided to its
investors, the energy consumers.”
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• See HERE.

Guggenheim takeaway: Zero surprise to us, given the Chamber’s position and previous
comments. Presented for your awareness.

PNW – Sierra Club files to intervene in APS rate case; open meeting set for today

• Docket HERE.

• Open meeting agenda HERE.

Guggenheim takeaway: Not unusual for the Sierra Club. Stay tuned for the open meeting,
with additional rate tool discussion on the agenda.

PJM – Renewable energy advocates see opportunities in state FRRs

• On an AEE webinar, several environmental advocates noted that state-administered
FRRs present opportunities to renewables and EE, as states can tailor resources to meet
their needs.

• See HERE.

Guggenheim takeaway: Minor FYI and for us not a surprising view.

EXC/ISO-NE – Mystic units 8 and 9 to remain online through 2024

• Resolving an outstanding question over whether the plants would be retained, FERC
rejected a proposed to the plants agreement with ISO-NE, leaving it to run through
5/31/2024.

• See Docket ER19-1164 decision HERE.

Guggenheim takeaway: Not a major surprise to us, but does remove a small degree of
uncertainty. Many market stakeholders, including NEPGA, saw Mystic price-taking behavior
in FCA 13 as suppressing clearing prices: we expect a similar effect in FCA 14 next month.

AEE – Staff files supplemental direct testimony in Ameren MO rate case

• Due to an internal miscommunication, treatment of the temporary tax rider reflected rates
that recover more revenue than Staff auditors calculated for Ameren Missouri’s retail cost
of service.

• The revision will decrease revenue responsibilities from the rate classes, therefore
decreasing the staff’s recommended rates.

Guggenheim takeaway:Minor procedural FYI.
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Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close1/10/2020 Guggenheim Consensus

Market Target Current Dividend ('20) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 18.9 Buy $82 $77.01 2.8% 55% 246 3.44   3.83   4.03   4.34   22.4 20.1 19.1 17.7 3.45   3.81   4.03   4.35   22.3 20.2 19.1 17.7

AEP American Electric Power 46.6 Sell $84 $94.34 3.0% 60% 494 4.42   4.74   4.99   5.28   21.3 19.9 18.9 17.9 4.40   4.69   5.05   5.38   21.5 20.1 18.7 17.5

ALE ALLETE 4.2 Buy $88 $80.85 3.1% 59% 52 3.73   4.20   4.32   4.38   21.7 19.2 18.7 18.5 3.71   4.15   4.29   4.34   21.8 19.5 18.9 18.6

AVA Avista 3.2 Sell $40 $47.22 3.4% 72% 67 2.05   2.22   2.43   2.57   23.1 21.2 19.4 18.4 1.99   2.13   2.41   2.55   23.7 22.1 19.6 18.5

CMS CMS Energy 17.9 Neutral $61 $63.06 2.6% 57% 284 2.69   2.88   3.08   3.29   23.5 21.9 20.5 19.1 2.67   2.88   3.08   3.30   23.6 21.9 20.5 19.1

DUK Duke Energy 66.3 Buy $100 $90.44 4.3% 71% 733 5.21   5.49   5.78   6.05   17.3 16.5 15.6 14.9 5.14   5.37   5.68   5.94   17.6 16.9 15.9 15.2

ED Consolidated Edison 29.1 Sell $77 $87.49 3.5% 65% 332 4.50   4.70   4.79   5.00   19.4 18.6 18.3 17.5 4.53   4.73   4.88   5.07   19.3 18.5 17.9 17.2

EIX Edison International* 27.1 Suspended NA $75.50 NA NA 359 NA NA NA NA NA NA NA NA 4.57   4.64   4.64   5.15   16.5 16.3 16.3 14.7

ES Eversource Energy 27.3 Buy $89 $84.41 2.6% 56% 324 3.70   3.96   4.18   4.41   22.8 21.3 20.2 19.1 3.65   3.87   4.09   4.35   23.1 21.8 20.7 19.4

ETR Entergy 24.0 Buy $129 $120.61 3.1% 63% 199 5.66   6.02   6.42   6.76   21.3 20.0 18.8 17.8 5.60   5.97   6.36   6.71   21.5 20.2 19.0 18.0

EVRG Evergy 14.7 Buy $69 $64.51 3.2% 63% 228 3.12   3.28   3.46   3.60   20.7 19.7 18.7 17.9 3.12   3.26   3.42   3.60   20.7 19.8 18.9 17.9

FE FirstEnergy 25.7 Buy $53 $47.64 3.3% 59% 540 2.51   2.66   2.79   2.90   19.0 17.9 17.1 16.4 2.49   2.64   2.76   2.95   19.1 18.0 17.3 16.1

HE Hawaiian Electric 5.0 Neutral $44 $45.49 2.9% 61% 109 2.03   2.16   2.27   2.42   22.5 21.0 20.0 18.8 2.00   2.16   2.27   2.42   22.7 21.1 20.0 18.8

LNT Alliant Energy 13.5 Neutral $49 $55.07 2.8% 59% 245 2.40   2.57   2.70   2.85   23.0 21.5 20.4 19.3 2.42   2.57   2.72   2.87   22.7 21.4 20.3 19.2

NWE NorthWestern 3.6 Neutral $71 $71.23 3.4% 66% 50 3.47   3.65   3.80   3.96   20.5 19.5 18.8 18.0 3.53   3.69   3.85   4.00   20.2 19.3 18.5 17.8

PCG PG&E Corporation* 5.4 Suspended NA $10.20 NA NA 529 NA NA NA NA NA NA NA NA 3.41   3.76   - - 3.0 2.7 - -

PNW Pinnacle West 10.2 Neutral $93 $90.56 3.5% 61% 112 4.84   5.16   5.49   5.77   18.7 17.5 16.5 15.7 4.87   5.12   5.45   5.77   18.6 17.7 16.6 15.7

POR Portland General Electric 5.0 Sell $49 $56.06 2.9% 59% 89 2.56   2.75   2.83   2.89   21.9 20.4 19.8 19.4 2.57   2.74   2.85   2.90   21.8 20.5 19.7 19.4

PPL PPL Corporation 25.6 Buy $38 $35.44 4.9% 68% 723 2.54   2.53   2.66   2.78   14.0 14.0 13.3 12.8 2.53   2.52   2.66   2.78   14.0 14.1 13.3 12.7

SO Southern Company 66.8 Neutral $60 $63.66 4.0% 75% 1049 3.22   3.41   3.58   3.76   19.8 18.7 17.8 16.9 3.18   3.30   3.52   3.79   20.0 19.3 18.1 16.8

WEC WEC Energy 29.2 Neutral $93 $92.54 2.6% 59% 315 3.73   3.98   4.26   4.50   24.8 23.2 21.7 20.6 3.74   4.00   4.27   4.53   24.8 23.2 21.7 20.4

*Average (Excl. PPL for P/E) 3.2% 62.3% 21.3 19.9 18.9 18.0 21.4 20.1 19.0 18.0

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.5 Neutral $92 $91.75 1.7% 37% 16 4.02   4.30   4.54   4.84   22.7 21.3 20.2 18.9 4.00   4.21   4.54   4.84   23.0 21.8 20.2 19.0

NI NiSource 10.3 Buy $30 $27.64 3.1% 57% 374 1.40   1.48   1.56   1.65   19.8 18.7 17.7 16.8 1.38   1.46   1.54   1.65   20.0 18.9 18.0 16.8

NJR New Jersey Resources 4.1 Sell $39 $42.82 3.0% 56% 96 2.09   2.28   2.46   2.64   20.5 18.7 17.4 16.2 2.11   2.31   2.46   2.64   20.3 18.5 17.4 16.2

NWN NW Natural Gas 2.2 Sell $59 $71.32 2.7% 73% 30 2.52   2.64   2.72   2.77   28.3 27.0 26.2 25.8 2.53   2.66   2.73   2.80   28.2 26.8 26.2 25.4

OGS ONE Gas 4.8 Neutral $93 $91.54 2.4% 56% 53 3.64   3.89   4.18   4.51   25.1 23.5 21.9 20.3 3.65   3.85   4.20   4.51   25.1 23.8 21.8 20.3

SJI South Jersey Industries 2.9 Buy $37 $31.13 3.9% 70% 92 1.61   1.72   1.91   2.02   19.3 18.1 16.3 15.4 1.58   1.69   1.88   2.02   19.7 18.4 16.6 15.4

SR Spire 4.1 Sell $76 $81.05 3.1% 63% 51 3.83   4.01   4.30   4.52   21.2 20.2 18.8 17.9 3.83   4.03   4.24   4.52   21.2 20.1 19.1 17.9

Average     3.0% 62% 22.4 21.1 19.7 18.7 22.4 21.1 19.8 18.7

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 45.0 Buy $53 $46.26 3.2% 49% 972 3.05   3.00   3.07   3.11   15.2 15.4 15.1 14.9 3.08   3.01   3.09   3.23   15.0 15.3 15.0 14.3

PEG PSEG 29.5 Buy $66 $58.30 3.4% 56% 506 3.48   3.55   3.75   4.02   16.7 16.4 15.5 14.5 3.42   3.47   3.69   3.92   17.1 16.8 15.8 14.9

Average     3.3% 52% 16.0 15.9 15.3 14.7 16.0 16.1 15.4 14.6

Market Target Current Dividend ('20) Payout Diluted   Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 9.4 Buy $51 $37.31 3.2% - 252 1,981 1,897 1,864 1,824 7.1 7.2 6.7 6.4 1,989 1,901 1,797 1,824 7.2 7.6 8.0 -

VST Vistra Energy 11.1 Buy $39 $22.76 2.4% - 487 3,440 3,364 3,291 3,241 6.0 5.8 5.6 5.3 3,395 3,261 3,160 3,091 5.8 6.0 6.0 -

Average 6.6 6.5 6.2 5.8 6.5 6.8 7.0 -

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 13.2 Neutral $29 $26.30 4.6% 70% 502 1.59   1.72   1.87   2.02   16.5 15.3 14.1 13.0 1.63   1.70   1.79   1.83   16.1 15.5 14.7 14.3

D Dominion 67.6 Buy $90 $82.07 4.6% 80% 823 4.45   4.69   4.93   5.19   18.4 17.5 16.6 15.8 4.38   4.63   4.87   5.17   18.7 17.7 16.9 15.9

DTE DTE Energy 24.8 Buy $140 $128.94 3.1% 56% 192 6.68   7.14   7.55   7.82   19.3 18.1 17.1 16.5 6.60   7.10   7.47   8.08   19.5 18.1 17.3 16.0

NEE NextEra 119.0 Buy $275 $243.55 2.1% 52% 489 9.23   10.07 10.73 11.40 26.4 24.2 22.7 21.4 9.07   9.85   10.62 11.33 26.8 24.7 22.9 21.5

OGE OGE Energy 8.8 Neutral $44 $44.21 3.7% 66% 200 2.32   2.44   2.56   2.70   19.1 18.1 17.3 16.4 2.29   2.39   2.50   2.61   19.3 18.5 17.7 16.9

SRE Sempra Energy 42.2 Buy $186 $149.76 2.8% 54% 282 7.20   7.78   8.09   8.48   20.8 19.2 18.5 17.7 7.09   7.81   8.13   8.48   21.1 19.2 18.4 17.7

Average     3.5% 63.2% 20.1 18.7 17.7 16.8 20.3 19.0 18.0 17.0

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 22.2 Neutral $115 $122.56 1.8% 51% 181 3.85   4.26   4.65   5.02   31.8 28.8 26.4 0.0 3.87   4.22   4.60   4.98   31.7 29.0 26.7 24.6

Market Target Current Dividend ('20) Payout Diluted   Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.6 Suspended NA $20.11 NA - 183 NA NA NA # NA NA NA NA 1,049 1,133 NA NA 9.7 8.7 NA NA

NEP NextEra Energy Partners 3.2 Buy $63 $53.41 4.4% - 61 1,383 1,532 1,660 1,775 9.2 8.6 0.0 0.0 1,303 1,408 1,586 1,721 9.7 9.4 8.8 NA

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC CMS 3/19-3/20 Midwest  

WEC 2/18-2/21 West Coast VST 4/1-4/2 Midwest  

SO 2/25-2/26 Midwest DTE 4/6-4/7 West Coast  

AWK 3/2 West Coast  OGS 10/1-10/2 TBD  

ES 3/11 NYC  DUK 10/8-10/9 Midwest  

GUGGENHEIM SECURITIES, LLC Page 7See pages 10 - 11 for analyst certification and important disclosures.

POWER, UTILITIES & ALTERNATIVE ENERGY

January 13, 2020

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 499

Attachment SDR-ROR-10(e)
499 of 559



Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
2. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
3. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
4. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
5. EXC: EDF Finally Ejects
6. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
7. EXC: It’s a Federal Probe, Not a Wildfire…
8. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
9. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
10. DUK - SB 559 Moving Constructively Through the Process
11. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
12. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
13. VST Meeting: Quick Takes from Our Abridged Texas Trip
14. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
15. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
16. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
17. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
18. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
19. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
20. VST: Vistra Lassos Ambit Energy
21. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
22. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
23. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
24. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
25. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
26. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
27. PPL - A Quandary Unlike Any Other
28. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
29. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
30. LNT: For a Good Night’s Sleep, Take Alliant
31. NRG: More Down‘Stream’ Retail Expansion
32. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
33. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
34. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
35. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
36. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
37. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
38. SRE: Simplicity is the Ultimate Sophistication…
39. VST: Another Day, Another Illinois Policy Proposal
40. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
41. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
42. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
43. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
44. EXC NDR: State Rescue Cometh - Deeper Dive
45. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
46. D: NDR – Coming Out Party Well Received - March Madness Continues
47. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
48. FE NDR: Time Is the Furthest Distance Between Two Points…
49. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
50. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
51. SRE: Another Day, Another Dollar: Buying Low; Selling High
52. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
53. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
54. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
55. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
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56. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
57. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
58. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
59. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
60. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
61. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
62. PEG - Mgmt. NDR: Jersey Strong through the Midwest
63. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
64. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
65. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
66. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
67. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
68. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
69. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
70. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
71. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
72. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
2. PJM: Does MOPR-Ex Bring Closure? Not Quite…
3. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
4. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
5. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
6. Guggenheim EEI Takeaways - Day Three
7. Guggenheim EEI Takeaways - Day Two
8. Guggenheim EEI Takeaways - Day One
9. PJM: Not So Fast - FERC Puts the Brakes on August Auction
10. Utility and IPP 2Q19 Model Sweep
11. ERCOT: Guggenheim Texas Power Market Luncheon Recap
12. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
13. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
14. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
15. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
16. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
17. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
18. Guggenheim's 2018 EEI Summary
19. Guggenheim EEI Takeaways - Day 3
20. Guggenheim EEI Takeaways - Day 2
21. Guggenheim EEI Takeaways - Day 1
22. Guggenheim EEI - Investor Question Bank
23. PJM: No Country for Common Ground; Reply Briefs Land at FERC
24. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
25. Coal/Nuclear: Will Politics “Trump” Reality
26. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
27. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
28. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 238 56.13% 40 16.81%

NEUTRAL 169 39.86% 8 4.73%

SELL 17 4.01% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Guggenheim Securities Equity Research & Equities Teams

Healthcare Equity Research

Animal Health, Life Science Tools and Omics
David Westenberg, CFA 617.859.4624
David.Westenberg@guggenheimpartners.com 

Biotechnology
Etzer Darout, Ph.D. 617.859.4609
Etzer.Darout@guggenheimpartners.com

Whitney Ijem 212.518.9778
Whitney.Ijem@guggenheimpartners.com 

Michael Schmidt, Ph.D. 617.859.4636
Michael.Schmidt@guggenheimpartners.com 

Yatin Suneja 212.518.9565
Yatin.Suneja@guggenheimpartners.com 

Emerging Pharmaceuticals
Dana Flanders, CFA 212.293.2820
Dana.Flanders@guggenheimpartners.com

Global Pharmaceuticals
Seamus Fernandez 617.859.4637
Seamus.Fernandez@guggenheimpartners.com 

Healthcare Technology & Distribution
Glen Santangelo 212.518.9294
Glen.Santangelo@guggenheimpartners.com

Vikram Kesavabhotla, CFA 212.518.9271
Vikram.Kesavabhotla@guggenheimpartners.com

Medical Supplies & Devices
Chris Pasquale 212.518.9420
Chris.Pasquale@guggenheimpartners.com

Technology, Media & Telecom Equity Research

Sales and Trading Offices

New York   212.292.4700
San Francisco   415.852.6451
Boston   617.859.4626
Chicago   312.357.0778
Los Angeles 310.260.6832
Richmond 804.253.8052

Automotive
Ali Faghri 310.319.2562
Ali.Faghri@guggenheimpartners.com

Beverages & Food Producers
Laurent Grandet 212.372.6368
Laurent.Grandet@guggenheimpartners.com

Food Retailers; Consumables Retail/Distribution
John Heinbockel 212.381.4135
John.Heinbockel@guggenheimpartners.com

Hardlines Retail
Steven Forbes, CFA, CPA 212.381.4188
Steven.Forbes@guggenheimpartners.com

Restaurants
Matthew DiFrisco 212.823.6599
Matthew.DiFrisco@guggenheimpartners.com

Retailing/Department Stores and Specialty Softlines
Robert Drbul 212.823.6558
Robert.Drbul@guggenheimpartners.com

Consumer Equity Research

Communications Infrastructure
Robert Gutman 212.518.9148
Robert.Gutman@guggenheimpartners.com

Digital Services 
Jake Fuller 212.518.9013
Jake.Fuller@guggenheimpartners.com

Entertainment & Digital Media
Michael Morris, CFA 804.253.8025
Michael.Morris@guggenheimpartners.com

Curry Baker 804.253.8029
Curry.Baker@guggenheimpartners.com

Financial Technology
Jeff Cantwell, CFA 212.823.6543
Jeffrey.Cantwell@guggenheimpartners.com

Software
Nandan Amladi 212.823.6597
Nandan.Amladi@guggenheimpartners.com

Imtiaz Koujalgi 212 518 9398
Imtiaz.Koujalgi@guggenheimpartners.com

Ken Wong, CFA 415.852.6465
Ken.Wong@guggenheimpartners.com

Telecom, Cable & Satellite Services
Mike McCormack, CFA 212.518.9774
Mike.McCormack@guggenheimpartners.com

Consumer Equities Team

Consumer Sector Specialist
Carey Kaufman 504.299.3424
Carey.Kaufman@guggenheimpartners.com

Exploration & Production
Subash Chandra, CFA 212.918.8771
Subash.Chandra@guggenheimpartners.com

Power, Utilities & Alternative Energy
Shahriar Pourreza, CFA 212.518.5862
Shahriar.Pourreza@guggenheimpartners.com

Energy & Power Equity Research

Healthcare Equities Team

Healthcare Sector Specialist
Whitney Wolfe 212.518.9630
Whitney.Wolfe@guggenheimpartners.com

Brennan Doyle 617.859.4622
Brennan.Doyle@guggenheimpartners.com

Senior Healthcare Policy Advisor
Neal Masia 212.518.9750
Neal.Masia@guggenheimpartners.com
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shahriar.pourreza@guggenheimpartners.com
212 518 5862

Constantine Lednev, Associate
constantine.lednev@guggenheimpartners.com
212 651 0847

James Kennedy, Associate
james.kennedy@guggenheimpartners.com
212 823 6741

Robert Koryl, Associate
robert.koryl@guggenheimpartners.com
212 823 6561

Kody Clark, Associate
kody.clark@guggenheimpartners.com
212 518 9538

Guggenheim Utilities Research
GSUtilities@guggenheimpartners.com

 

 

Ticker Price Rating
D 82.21 Buy
DUK 90.27 Buy
EXC 45.68 Buy
NJR 43.40 Sell
PNW 88.68 Neutral
SJI 31.59 Buy
SO 62.62 Neutral
VST 22.83 Buy

 

 Power, Utilities & Alternative Energy January 8, 2020

The Guggenheim Daily Transmission: Outlook, PJM,
EXC, VST, D, DUK, SO, PNW, SJI, NJR, FERC

For other Guggenheim Hosted Client Utility Events including
2020 Utilities Outlook Conference Call, Commissioner
Roundtable, and NDR schedule, scroll down

‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies –
Be Selective, Pick Your Names Wisely (see HERE)

PJM/EXC/VST – MOPR-Ex meeting slated for today – Company positions posted

D/DUK/SO – 4th Circuit of Appeals vacates ACP’s VA air permit for the Buckingham
Compressor Station

D – VA lawmakers Mark Keam (D) and Delegate Lee Ware (R) introduce The Virginia
Energy Reform Act aimed at deregulating Virginia electric market

D – Dominion announces Siemens Gamesa as the preferred supplier of turbines for the
2.6GW Coastal Virginia Offshore Wind project

PNW – PNW subsidiary takes small stake in two wind projects

SJI/NJR/SO – New Jersey Conservation Foundation and other interveners file opposition
to PennEast’s proposed 24 month CPCN extension

FERC – Democratic choice for FERC met with administration before holidays; Senator
Cramer comes out against Danly

PJM/EXC/VST – MOPR-Ex meeting slated for today – Company positions posted

• The Market Implementation Committee is slated to discuss the MOPR-Ex today, with
companies already disagreeing on the timeline for the next auction cycle:

• “PJM should accommodate all states by scheduling the next auction with reasonable
time for legislative/regulatory action to avoid over-payment by consumers under the new
MOPR” – EXC - see HERE.

• “As of June 1, 2020, we will not know capacity costs 2 years from now, meaning that
those customers may pay more for electricity because we and other bidders will have to
make our best guesses and build in a risk premium” – VST – see HERE.

• "Without FRR, costs for NJ offshore wind programs would increase significantly” – PEG
see HERE.

• PJM FRR refresher HERE.

• Meeting registration HERE.

Guggenheim takeaway: Heads up for today. While we expect a lively discussion, it may not
be heavy on major timing/substance details yet as this is an initial meeting, but stay tuned.

D/DUK/SO – 4th Circuit of Appeals vacates ACP’s VA air permit for the Buckingham
Compressor Station

• On January 7, the VA 4th Circuit of Appeals ruled to throw out the Buckingham compressor
station air permit needed to fully complete the Atlantic Coast Pipeline (ACP)
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• On the 3Q19 earnings call, Dominion mgmt highlighted that it contemplated this potential
outcome: “We expect the court to issue a ruling in the next 3 months. We expect the
project will be able to deliver significant volumes to customers under our current timeline
even if this permit needs to be resolved."

• Dominion expects the pipeline to be capable of providing significant portions of the 1.5Bcf/
day delivery volume by existing expected construction completion date (end of 2021) by
utilizing the other two compressor stations even if Buckingham is not completed by then.

• Dominion stated it expects to evaluate the court’s decision in detail and expects to provide
additional info regarding next steps; in the meantime, the company will continue to work
towards securing the permits necessary to allow it to recommence mainline construction.

• In the decision, the Court determined that the agency did not provide adequate
explanation of and justification for its decisions in issuing the permit and thereby directed
it to do so. From the Court’s conclusion: “To be clear, if true, it is admirable that the
Compressor Station “has more stringent requirements than any similar compressor
station anywhere in the United States” and that residents of Union Hill “will be breathing
cleaner air than the vast majority of Virginia residents even after the Compressor Station
goes into operation.”

• Case 19-1152, Order HERE.

Guggenheim takeaway: Negative data point although we believe this hurdle can be
overcome by the time of ACP’s now delayed in-service date (we now model 3Q22). We
caught up with the team.

D – VA lawmakers Mark Keam (D) and Lee Ware (R) introduce The Virginia Energy
Reform Act aimed at deregulating Virginia electric market

• Bill aims to “1) Establish a well-designed, competitive market for electricity retailers to
give families and businesses a choice. 2) Require monopoly electric utilities to exit the
retail services and generation businesses and be limited to just owning and maintaining
the distribution system. 3) Establish a nonprofit independent entity that has no financial
stake in electricity market outcomes to coordinate operation of the distribution system.
4) Remove existing interconnection and financing barriers to customer-owned energy
resources. 5) Build in additional consumer protections and education to ensure smart
energy choices.”

• This bill is the second that is indicated to be introduced by the pair of lawmakers in the
last few months. The Fair Energy Bills Act is also indicated to be introduced, being the
measure would reinstate the authority of the State Corporation Commission to review
electricity base rates and set profit levels for Dominion. Much of that authority was
stripped away in 2015, when the General Assembly agreed to freeze base rates and
prevent the commission from ordering the utilities to return excess profits to ratepayers.

• More HERE and HERE.

Guggenheim takeaway:Neither bill is apt to gain enough traction within the VA legislature
or at the Virginia SCC to tip the scales on current Virginia law regarding rate recovery, in
our view. Deregulation movement has been in vogue in some states, but practicality and
feasibility of transitioning to deregulation is another matter. Negative ramifications of such
a transition including higher RTO grid costs, stranded assets, etc., create these types of
scenarios as very low probability events.

D – Dominion announces Siemens Gamesa as the preferred supplier of turbines for
the 2.6GW Coastal Virginia Offshore Wind project

• A competitive solicitation process identified Siemens Gamesa (MAD: SGRE) as the
optimal supplier based on cost, performance and track record. The final number of units
and the turbine model remain to be determined, but all installations are due to be complete
by 2026.

• The agreement supports the submission of the project's Construction and Operations
Plan (COP) to the Bureau of Ocean Energy Management (BOEM) in late 2020.
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• VA Gov Northam: “Virginia aims to become a national leader in offshore wind, and we are
encouraged to see progress toward that goal. For Virginia, it's about two things: jobs and
a cleaner environment. Wind energy is one of our top economic priorities and a critical
component of Virginia's clean energy strategy, and this is an important step forward.”

• More HERE.

Guggenheim takeaway:FYI.

PNW – PNW subsidiary takes small stake in two wind projects

• Bight Canyon Energy, a PNW subsidiary, has taken a 9.9% and 5.1% stake in the 242MW
Clear Creek wind farm (MO) and the 250MW Nobles 2 wind farm (MN) respectively.

• More HERE.

Guggenheim takeaway: Minor investments flagged for your awareness.

SJI/NJR/SO – New Jersey Conservation Foundation, Watershed Institute, and other
interveners file opposition to PennEast’s proposed 24-month CPCN extension

• Interveners request FERC deny PennEast’s requested 24-month construction extension
to an in-service date of January 2022.

• FERC Docket CP15-558.

Guggenheim takeaway: Expected.

FERC – Democratic choice for FERC met with administration before holidays; Senator
Cramer comes out against Danly

• Allison Clements reportedly met with White House representatives before the holidays,
according to Senator Joe Manchin.

• “I understood that people from the administration have at least met and talked to
Clements, and I haven't heard anything back about how they felt, favorable or not." –
Manchin to Politico - HERE.

• Senator Kevin Cramer has reportedly announced his opposition to the nomination of
James Danly to FERC on the grounds that he does not support coal and nuclear enough
– see HERE and HERE.

Guggenheim takeaway: Heads up. We continue to look for movement on Danly and
Clements’ nominations, with Cramer’s latest comments an interesting wrinkle for Danly’s
prospects – stay tuned.
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Guggenheim 2020 Utilities Conference Call

 

Equity Research  |  Conference Call 

2020 Utility Outlook Conference Call  
Please join Guggenheim Research Analyst Shar Pourreza for a ~45 

minute conference call discussing the 2020 Utility Outlook: “Ride the 

Cyclical Wave as it Crashes Through Bond Proxies – Be 

Selective, Pick Your Names Wisely”  

ACCESS REPORT HERE 

 

Topics to Include: 

• Ratings changes and pair ideas. 

• Launch of Coverage of 5 new utilities. 

• Bellwether Buys, Neutral ratings with potential upside.  

• Company-specific catalysts and our assumptions.  

• Sector and company-specific valuation and return expectations. 

• Updated estimates through ’22; introducing ‘23. 

• Policy, power S/D; reserve margin forecasts. 

• New power price marks. 

• Among other items. 

 

Date and Time 

Wednesday, January 8, 2020  

8:00am ET 

 

Dial-In and Password: 

Please contact your Guggenheim Sales Representative for Conference Call Dial-

In and Password 

Participating Guggenheim Analyst 

Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative Energy 

GUGGENHEIM SECURITIES, LLC Page 4See pages 11 - 12 for analyst certification and important disclosures.

POWER, UTILITIES & ALTERNATIVE ENERGY

January 8, 2020

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 508

Attachment SDR-ROR-10(e)
508 of 559



Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close1/7/2020 Guggenheim Consensus

Market Target Current Dividend ('20) Payout Diluted  

Cap ($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AEE Ameren 18.7 Buy $82 $76.43 2.8% 55% 246 3.44   3.83   4.03   4.34   22.2 19.9 19.0 17.6 3.45   3.81   4.03   4.35   22.1 20.1 19.0 17.6

AEP American Electric Power 46.2 Sell $84 $93.69 3.0% 60% 494 4.42   4.74   4.99   5.28   21.2 19.8 18.8 17.7 4.40   4.68   5.03   5.43   21.3 20.0 18.6 17.3

ALE ALLETE 4.1 Buy $88 $79.53 3.1% 59% 52 3.73   4.20   4.32   4.38   21.3 18.9 18.4 18.2 3.71   4.15   4.29   4.34   21.4 19.2 18.6 18.3

AVA Avista 3.2 Sell $40 $47.35 3.4% 72% 67 2.05   2.22   2.43   2.57   23.1 21.3 19.5 18.4 1.99   2.14   2.43   2.57   23.7 22.1 19.5 18.4

CMS CMS Energy 17.7 Neutral $61 $62.27 2.6% 57% 284 2.69   2.88   3.08   3.29   23.2 21.6 20.2 18.9 2.67   2.88   3.08   3.30   23.3 21.7 20.2 18.9

DUK Duke Energy 65.9 Buy $100 $90.27 4.3% 71% 733 5.21   5.49   5.78   6.05   17.3 16.4 15.6 14.9 5.14   5.37   5.68   5.94   17.5 16.8 15.9 15.2

ED Consolidated Edison 29.0 Sell $77 $87.67 3.5% 65% 332 4.50   4.70   4.79   5.00   19.5 18.7 18.3 17.5 4.53   4.73   4.88   5.07   19.4 18.5 18.0 17.3

EIX Edison International* 27.2 Suspended NA $75.86 NA NA 359 NA NA NA NA NA NA NA NA 4.58   4.64   4.64   5.15   16.6 16.3 16.3 14.7

ES Eversource Energy 26.6 Buy $89 $82.68 2.7% 56% 324 3.70   3.96   4.18   4.41   22.3 20.9 19.8 18.7 3.65   3.87   4.09   4.35   22.6 21.4 20.2 19.0

ETR Entergy 23.7 Buy $129 $119.13 3.2% 63% 199 5.66   6.02   6.42   6.76   21.1 19.8 18.6 17.6 5.60   5.97   6.36   6.71   21.3 20.0 18.7 17.8

EVRG Evergy 14.4 Buy $69 $63.36 3.3% 63% 228 3.12   3.28   3.46   3.60   20.3 19.3 18.3 17.6 3.12   3.26   3.42   3.60   20.3 19.4 18.5 17.6

FE FirstEnergy 25.7 Buy $53 $47.52 3.3% 59% 540 2.51   2.66   2.79   2.90   18.9 17.8 17.0 16.4 2.49   2.64   2.76   2.95   19.1 18.0 17.2 16.1

HE Hawaiian Electric 5.0 Neutral $44 $45.56 2.9% 61% 109 2.03   2.16   2.27   2.42   22.5 21.1 20.0 18.8 2.00   2.16   - - 22.8 21.1 - -

LNT Alliant Energy 13.1 Neutral $49 $53.80 2.8% 59% 245 2.40   2.57   2.70   2.85   22.4 21.0 19.9 18.9 2.42   2.57   2.72   2.87   22.2 21.0 19.8 18.8

NWE NorthWestern 3.5 Neutral $71 $70.36 3.4% 66% 50 3.47   3.65   3.80   3.96   20.3 19.3 18.5 17.8 3.54   3.70   3.90   4.03   19.9 19.0 18.0 17.5

PCG PG&E Corporation* 5.6 Suspended NA $10.58 NA NA 529 NA NA NA NA NA NA NA NA 3.33   3.67   - - 3.2 2.9 - -

PNW Pinnacle West 9.9 Neutral $93 $88.68 3.6% 61% 112 4.84   5.16   5.49   5.77   18.3 17.2 16.1 15.4 4.87   5.12   5.45   5.77   18.2 17.3 16.3 15.4

POR Portland General Electric 4.9 Sell $49 $55.17 2.9% 59% 89 2.56   2.75   2.83   2.89   21.6 20.1 19.5 19.1 2.57   2.74   2.85   2.90   21.4 20.2 19.4 19.1

PPL PPL Corporation 25.4 Buy $38 $35.18 4.9% 68% 723 2.54   2.53   2.66   2.78   13.8 13.9 13.2 12.7 2.53   2.52   2.66   2.78   13.9 14.0 13.2 12.7

SO Southern Company 65.6 Neutral $60 $62.62 4.1% 75% 1049 3.22   3.41   3.58   3.76   19.4 18.4 17.5 16.6 3.17   3.30   3.52   3.79   19.7 19.0 17.8 16.5

WEC WEC Energy 28.6 Neutral $93 $90.96 2.6% 59% 315 3.73   3.98   4.26   4.50   24.4 22.8 21.4 20.2 3.74   4.00   4.27   4.53   24.3 22.8 21.3 20.1

*Average (Excl. PPL for P/E) 3.2% 62.3% 21.1 19.7 18.7 17.8 21.2 19.9 18.6 17.7

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CPK Chesapeake Utilities 1.5 Neutral $92 $92.58 1.7% 37% 16 4.02   4.30   4.54   4.84   22.9 21.5 20.4 19.1 3.99   4.19   - - 23.2 22.1 - -

NI NiSource 10.3 Buy $30 $27.63 3.1% 57% 374 1.40   1.48   1.56   1.65   19.8 18.6 17.7 16.8 1.38   1.46   1.54   1.65   20.0 18.9 18.0 16.7

NJR New Jersey Resources 4.1 Sell $39 $43.40 2.9% 56% 96 2.09   2.28   2.46   2.64   20.8 19.0 17.7 16.5 2.11   2.31   2.46   2.64   20.5 18.8 17.6 16.4

NWN NW Natural Gas 2.2 Sell $59 $72.63 2.6% 73% 30 2.52   2.64   2.72   2.77   28.9 27.5 26.7 26.2 2.53   2.64   2.73   2.80   28.7 27.5 26.6 25.9

OGS ONE Gas 4.8 Neutral $93 $90.99 2.4% 56% 53 3.64   3.89   4.18   4.51   25.0 23.4 21.8 20.2 3.65   3.84   4.21   - 24.9 23.7 21.6 -

SJI South Jersey Industries 2.9 Buy $37 $31.59 3.8% 70% 92 1.61   1.72   1.91   2.02   19.6 18.4 16.5 15.6 1.58   1.72   1.88   2.02   20.0 18.4 16.8 15.6

SR Spire 4.2 Sell $76 $82.28 3.1% 63% 51 3.83   4.01   4.30   4.52   21.5 20.5 19.1 18.2 3.83   4.03   4.24   4.52   21.5 20.4 19.4 18.2

Average     3.0% 62% 22.6 21.2 19.9 18.9 22.6 21.3 20.0 18.6

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

EXC Exelon 44.3 Buy $53 $45.68 3.2% 49% 972 3.05   3.00   3.07   3.11   15.0 15.2 14.9 14.7 3.08   3.01   3.09   3.23   14.8 15.2 14.8 14.1

PEG PSEG 29.1 Buy $66 $57.60 3.4% 56% 506 3.48   3.55   3.75   4.02   16.5 16.2 15.4 14.3 3.42   3.48   3.69   3.88   16.8 16.6 15.6 14.9

Average     3.3% 52% 15.8 15.7 15.1 14.5 15.8 15.9 15.2 14.5

Market Target Current Dividend ('20) Payout Diluted   Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

NRG NRG Energy 9.3 Buy $51 $36.87 3.3% - 252 1,981 1,897 1,864 1,824 7.1 7.1 6.7 6.3 1,979 1,894 1,757 - 7.2 7.5 8.1 -

VST Vistra Energy 11.1 Buy $39 $22.83 2.4% - 487 3,440 3,364 3,291 3,241 6.0 5.8 5.6 5.3 3,379 3,253 3,141 2,941 5.8 6.0 6.0 -

Average 6.5 6.4 6.1 5.8 6.5 6.8 7.0 -

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CNP CenterPoint 13.4 Neutral $29 $26.87 4.5% 70% 502 1.59   1.72   1.87   2.02   16.9 15.6 14.4 13.3 1.63   1.70   1.80   1.74   16.5 15.8 15.0 15.4

D Dominion 67.6 Buy $90 $82.21 4.6% 80% 823 4.45   4.69   4.93   5.19   18.5 17.5 16.7 15.8 4.38   4.63   4.87   5.14   18.8 17.8 16.9 16.0

DTE DTE Energy 24.6 Buy $140 $128.55 3.1% 56% 192 6.68   7.14   7.55   7.82   19.2 18.0 17.0 16.4 6.59   7.11   7.48   8.34   19.5 18.1 17.2 15.4

NEE NextEra 118.1 Buy $275 $241.31 2.2% 52% 489 9.23   10.07 10.73 11.40 26.2 24.0 22.5 21.2 9.08   9.84   10.61 11.26 26.6 24.5 22.7 21.4

OGE OGE Energy 8.8 Neutral $44 $44.05 3.7% 66% 200 2.32   2.44   2.56   2.70   19.0 18.0 17.2 16.3 2.28   2.39   2.48   2.52   19.3 18.4 17.8 17.5

SRE Sempra Energy 41.8 Buy $186 $148.88 2.8% 54% 282 7.20   7.78   8.09   8.48   20.7 19.1 18.4 17.5 7.10   7.82   8.08   - 21.0 19.0 18.4 -

Average     3.5% 63.2% 20.1 18.7 17.7 16.8 20.3 18.9 18.0 17.2

Market Target Current Dividend ('20) Payout Diluted  Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

AWK American Water Works 21.7 Neutral $115 $120.00 1.8% 51% 181 3.85   4.26   4.65   5.02   31.1 28.2 25.8 0.0 3.87   4.22   4.59   4.93   31.0 28.4 26.2 24.3

Market Target Current Dividend ('20) Payout Diluted   Cap 

($bn) Price Price Yield Ratio Shares '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E '20E '21E '22E '23E

CWEN Clearway Energy 4.5 Suspended NA $19.98 NA - 183 NA NA NA # NA NA NA NA 1,049 1,133 NA NA 9.6 8.7 NA NA

NEP NextEra Energy Partners 3.2 Buy $63 $52.30 4.5% - 61 1,383 1,532 1,660 1,775 9.0 8.5 0.0 0.0 1,296 1,400 1,574 1,667 9.6 9.3 8.7 NA

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.

Price / EarningsEarnings Per Share Earnings Per Share Price / Earnings
Regulated Electric Utilities (1) Rating

Integrated Utilities (3) Rating

Rating
Independent Power Producers 

(IPPs) (4)

Regulated Gas Utilities (2) Rating

Rating

Other Rating

Multi-Industry Utilities (5) Rating
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Share Price Performance (Year-to-Date)

 

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC ES 3/11 NYC  

WEC 2/18-2/21 West Coast CMS 3/19-3/20 Midwest  

SO 2/25-2/26 Midwest VST 4/1-4/2 Midwest  

AWK 3/2 West Coast      
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
2. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
3. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
4. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
5. EXC: EDF Finally Ejects
6. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
7. EXC: It’s a Federal Probe, Not a Wildfire…
8. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
9. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
10. DUK - SB 559 Moving Constructively Through the Process
11. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
12. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
13. VST Meeting: Quick Takes from Our Abridged Texas Trip
14. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
15. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
16. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
17. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
18. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
19. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
20. VST: Vistra Lassos Ambit Energy
21. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
22. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
23. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
24. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
25. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
26. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
27. PPL - A Quandary Unlike Any Other
28. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
29. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
30. LNT: For a Good Night’s Sleep, Take Alliant
31. NRG: More Down‘Stream’ Retail Expansion
32. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
33. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
34. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
35. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
36. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
37. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
38. SRE: Simplicity is the Ultimate Sophistication…
39. VST: Another Day, Another Illinois Policy Proposal
40. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
41. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
42. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
43. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
44. EXC NDR: State Rescue Cometh - Deeper Dive
45. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
46. D: NDR – Coming Out Party Well Received - March Madness Continues
47. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
48. FE NDR: Time Is the Furthest Distance Between Two Points…
49. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
50. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
51. SRE: Another Day, Another Dollar: Buying Low; Selling High
52. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
53. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
54. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
55. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
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56. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
57. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
58. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
59. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
60. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
61. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
62. PEG - Mgmt. NDR: Jersey Strong through the Midwest
63. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
64. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
65. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
66. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
67. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
68. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
69. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
70. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
71. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
72. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. ‘20 Utility Outlook: Ride the Cyclical Wave as It Crashes Through Bond Proxies – Be Selective, Pick Your Names Wisely
2. PJM: Does MOPR-Ex Bring Closure? Not Quite…
3. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
4. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
5. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
6. Guggenheim EEI Takeaways - Day Three
7. Guggenheim EEI Takeaways - Day Two
8. Guggenheim EEI Takeaways - Day One
9. PJM: Not So Fast - FERC Puts the Brakes on August Auction
10. Utility and IPP 2Q19 Model Sweep
11. ERCOT: Guggenheim Texas Power Market Luncheon Recap
12. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
13. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
14. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
15. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
16. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
17. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
18. Guggenheim's 2018 EEI Summary
19. Guggenheim EEI Takeaways - Day 3
20. Guggenheim EEI Takeaways - Day 2
21. Guggenheim EEI Takeaways - Day 1
22. Guggenheim EEI - Investor Question Bank
23. PJM: No Country for Common Ground; Reply Briefs Land at FERC
24. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
25. Coal/Nuclear: Will Politics “Trump” Reality
26. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
27. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
28. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 238 56.13% 43 18.07%

NEUTRAL 169 39.86% 8 4.73%

SELL 17 4.01% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers

GUGGENHEIM SECURITIES, LLC Page 11See pages 11 - 12 for analyst certification and important disclosures.

POWER, UTILITIES & ALTERNATIVE ENERGY

January 8, 2020

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 515

Attachment SDR-ROR-10(e)
515 of 559

https://guggenheimsecurities.bluematrix.com/sellside/Disclosures.action
https://guggenheimsecurities.bluematrix.com/sellside/Disclosures.action
https://guggenheimlibrary.bluematrix.com/client/library.jsp
http://www.sipc.org


on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Ticker Price Rating
AEP 93.67 Neutral
D 82.39 Buy
DUK 90.84 Buy
EXC 45.64 Buy
FE 47.55 Buy
PEG 58.13 Buy

 

 Power, Utilities & Alternative Energy January 7, 2020

The Guggenheim Daily Transmission: AEP, EXC, FE,
PEG, D, DUK, NY, NYISO

For other Guggenheim Hosted Client Utility Events including
2020 Utilities Conference Call, Commissioner Roundtable,
and NDR schedule, scroll down

AEP – AEP Ohio and intervenors file on rehearing on Ohio Commission order rejecting
AEP Ohio’s bid to recover solar projects in rates

NJ/EXC/FE/PEG/Policy – Two committees advance ambitious EV legislation in
Assembly

D/DUK – S.C. PSC sides with major utilities last week in setting the rates utilities must
pay solar firms for energy

DUK – NY DEC petitions 2nd Circuit Appeals Court on authority over FERC waiving
ability to grant Clean Water Act permit for Constitution pipeline

NY – Long Island gas moratorium pushes stakeholders to consider legal action

FERC – Former Commissioner Tony Clark pens op-ed on FERC’s ROE reforms

NYSIO – ISO sets timeline for energy and capacity market workshop

AEP – AEP Ohio and intervenors file on rehearing on Ohio Commission order
rejecting AEP Ohio’s bid to recover solar projects in rates

• The Ohio PUC voted against AEP Ohio’s request to recoup financing of the 400-MW
Highland County project through a customer rate increase.

• Ohio Power Company is seeking rehearing of the Nov 21 2019 PUCO decision.

• The PUC’s findings was that the AEP Ohio hadn’t demonstrated a need for the project,
a determination Ohio law requires, and that customers could procure renewables from
other sources.

• AEP Ohio requests that the Commission render an advisory opinion concluding that it
may still file these applications. And, AEP Ohio further requests that it be permitted to
pursue a Green Tariff.

• Meanwhile, the Office of the Ohio Consumers’ Counsel asked the Commission reject AEP
Ohio’s rehearing request and procure the solar capacity through competitive markets.

• Docket HERE.

Guggenheim takeaway:The outcome looks specific, for now, to AEP’s ability to
demonstrate a need for the solar project. Even so, it highlights an element of risk and
sometimes higher hurdle to overcome for potential requests to build new renewables in any
states by incumbent utilities. That said, Ohio’s construct is different to those at SWEPCO
and PSO (i.e. where they are requesting to build the North Central Wind Project), who tend
to be much more vertically integrated jurisdictions.

NJ/EXC/FE/PEG/Policy – Two committees advance ambitious EV legislation in
Assembly
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• The Environment and Solid Waste and Appropriations Committees have reportedly
unanimously passed S-2252, which would support the deployment of thousands of new
EV charging stations and credits for new vehicle purchases

• “The bill allows the BPU to adopt rules and regulations necessary for the implementation
of S2252. Next, the bill amends New Jersey’s Electric Discount and Energy Competition
Act of 1999 to include EVs and EV charging infrastructure. This is the same statute that
permits utility to file energy efficiency plans with the BPU. Therefore, the BPU should be
able to hear the pending filings by ACE and PSE&G, and also pave the way for utility
filings by the rest of the state’s EDCs.” – NRDC

• Overview HERE, post-passage NRDC take HERE.

• Bill HERE.

Guggenheim takeaway: Very interesting development that might have flown under the
radar for some, heading into the new year. While the language around utility involvement
is vaguely written, we view deference to the BPU as a positive, given our view that they
see decarbonization as an immediate 'all-hands-on-deck' situation. The committee votes
come only weeks after EXC’s ACE filed its own EV charging proposal with the BPU for
~250 charging stations. While the ultimate value of all of this remains to be determined,
EV infrastructure is one of the remaining pillars of Murphy’s decarbonization push we have
been looking out for – EE efforts at JCP&L and ACE remain the others. As a reminder, the
bill still must face a full vote.

D/DUK – S.C. PSC sides with major utilities last week in setting the rates utilities must
pay solar firms for energy

• The S.C. Public Service Commission made a decision on the rates power companies
must pay solar firms for energy.

• According to the Solar Energy Industries Association, a national trade group: “The rates
will be the lowest in the country, and the contract lengths among the least attractive in
the Southeast”.

• “By adopting exceedingly low rates to be paid by Duke and Dominion for independent
solar power, and refusing to require contracts longer than ten years, the PSC has made
it extremely difficult, if not impossible, for new solar projects to be financed and built,’’
according to the S.C. Solar Business Alliance.

• More HERE.

Guggenheim takeaway:FYI in case you missed it. An order contrary to this decision could
have caused undue bill pressure or less headroom to spend on more critical infrastructure.

DUK – NY DEC petitions 2nd Circuit Appeals Court on authority over FERC waiving
ability to grant Clean Water Act permit for Constitution pipeline

• The NY Department of Environmental Conservation is petitioning for review of FERC
orders with the U.S. Appeals Court for the 2nd Circuit on Dec. 30 2019. It states:
"The waiver order and the rehearing denial should be set aside in whole as illegal,
unreasonable, arbitrary and capricious,"

• In August 2019, FERC waived the NY agency’s authority to deny a Clean Water Act
Section 401 permit to the 650-MMcf/d Constitution pipeline project.

• On Dec 12, FERC rejected the NY agency's attempt to get a rehearing on the
commission's waiver decision.

• Duke owns a 24% share of the pipeline through Piedmont Gas.

• U.S. Appeals Court for the 2nd Circuit docket 19-4338.

• More HERE.
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Guggenheim takeaway:FYI, as this will add another datapoint to your regulatory calendars.

NY – Long Island gas moratorium pushes stakeholders to consider legal action

• In late 2019, National Grid (NG-LON) settled to provide ~$36M of benefits and cost offsets
for Long Island residents impacted by the gas moratorium caused by a lack of long-term
supply strategy.

• Consumer and developer groups have frowned on the settlement as it may not cover
the costs of provide any certainty beyond the March 2021 period through which the
settlement was struck.

• Additionally, Moody’s raised concerns with the deterioration of the regulatory environment
in New York and the way the governor seemed to bypass regulatory process in this deal.

• Prior media reports on settlement here.

Guggenheim takeaway:In case you missed it - interesting turn of events for New York and
the gas moratoriums. While the near term financial implications for utilities in the affected
areas are minimal (i.e. ED), the environment is becoming a double-edged sword – clean
policy does not allow new gas infrastructure, but consumers are claiming damage against
the companies for not being able to procure gas. We continue to monitor.

FERC – Former Commissioner Tony Clark pens op-ed on FERC’s ROE reforms

• “The result of FERC's shift in ROE methodology is counterintuitive. On one hand, many
signs point to the need for more transmission during a time when it is tougher than
ever to build and operate it. On the other hand, the returns authorized to attract capital
investment in these same projects look to be decreasing. Taken as a whole, this seems
like a significant policy misalignment.” – Clark

• “Transmission rate policies are important to the future of the grid and cratering ROEs
threaten the sort of grid investments that attract bipartisan support.” - Clark

• More HERE

Guggenheim takeaway: Another voice in a chorus of pushback on the MISO decision. We
would not be surprised to see the Commission grant the rehearing requests and re-evaluate,
given the wide-reaching ramifications of the commission’s November order. The complaint
over ISO-NE ROEs remains outstanding as well. As a reminder, the underlying ROE NOI
remains active, with some FERC observers (e.g. HERE) highlighting heightened uncertainty
in the docket over pushback on the MISO decision.

NYSIO – ISO sets timeline for energy and capacity market workshop

• The ISO will use the monthly Installed Capacity Working Group/Market Implementation
Working Group meetings, beginning February 4, to discuss changes, according to S&P
Platts.

• The ISO hopes to have stakeholder votes on design items by February/March, according
to Platts.

Guggenheim takeaway:Minor data point on what is going to be a very involved process
in NY.
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Guggenheim 2020 Utilities Conference Call

 

Equity Research  |  Corporate Access 

2020 Utilities Conference Call  
Please join Guggenheim Research Analyst Shar Pourreza for a 45 

minute conference call discussing the Utilities sector.  

Date and Time 

Wednesday, January 8, 2020 

8:00 AM ET 

More Details to Follow 

Please contact your Guggenheim Sales Representative for Conference Call 

Number and Password 

Participating Analyst 

Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & 

Alternative Energy 
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Guggenheim Commissioner Roundtable

 

Equity Research | Corporate Access 

Guggenheim Hosted Commissioner 
Roundtable Event  
Please join Guggenheim Research Analyst Shar Pourreza for a ~1 hour 
roundtable discussion with utility commissioners on key regulatory 
trends among other topics.  

Date and Time 
Wednesday, January 22, 2020 
10:00am – 11:15am ET 

Location 
Guggenheim Securities 
330 Madison Ave. 
32nd Floor 
New York, NY 10017 

Commissioner Participants 
*Below Commissioners are confirmed, more could be added over the next two 
weeks 
Tricia Pridemore, Commissioner, Georgia Public Service Commission 
Ryan Silvey, Commissioner, Missouri Public Service Commission 

Participating Analyst 
Shahriar (Shar) Pourreza, Managing Director – Power, Utilities & Alternative 
Energy  
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close1/6/2020 Guggenheim Consensus

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / Earnings

Cap ($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

AEP American Electric Power 46.3 Neutral $82 $93.67 3.1% 63% 494 4.20   4.38   4.63   4.90   22.3 21.4 20.2 19.1 4.20   4.40   4.68   5.03   22.3 21.3 20.0 18.6

ALE ALLETE 4.2 Neutral $86 $80.40 3.2% 66% 52 3.55   3.88   4.17   4.28   22.6 20.7 19.3 18.8 3.57   3.75   4.14   4.27   22.5 21.4 19.4 18.9

AVA Avista* 3.2 Neutral $43 $47.69 3.4% 78% 67 1.83   2.07   2.25   2.43   26.1 23.0 21.2 19.6 2.30   2.00   2.15   2.43   20.7 23.9 22.2 19.6

CMS CMS Energy 17.7 Neutral $59 $62.59 2.6% 61% 284 2.50   2.69   2.88   3.07   25.0 23.3 21.7 20.4 2.49   2.67   2.88   3.08   25.1 23.4 21.8 20.3

DUK Duke Energy 66.6 Buy $99 $90.84 4.3% 76% 733 5.12   5.21   5.55   5.91   17.7 17.4 16.4 15.4 5.02   5.14   5.37   5.70   18.1 17.7 16.9 15.9

ED Consolidated Edison 29.4 Neutral $90 $88.34 3.4% 67% 332 4.30   4.55   4.75   4.94   20.5 19.4 18.6 17.9 4.32   4.53   4.74   4.91   20.5 19.5 18.7 18.0

EIX Edison International* 26.9 Suspended NA $75.13 NA NA 359 NA NA NA NA NA NA NA NA 4.69   4.58   4.64   4.64   16.0 16.4 16.2 16.2

ES Eversource Energy 27.0 Buy $88 $83.31 2.7% 59% 324 3.50   3.76   3.98   4.20   23.8 22.2 20.9 19.8 3.46   3.66   3.87   4.09   24.1 22.8 21.5 20.4

ETR Entergy 23.7 Buy $125 $119.15 3.2% 66% 199 5.35   5.70   6.01   6.35   22.3 20.9 19.8 18.8 5.34   5.61   5.97   6.35   22.3 21.3 20.0 18.8

EVRG Evergy 14.4 Buy $70 $63.32 3.3% 67% 228 2.93   3.14   3.32   3.52   21.6 20.2 19.1 18.0 2.88   3.12   3.27   3.44   22.0 20.3 19.4 18.4

FE FirstEnergy 25.7 Buy $49 $47.55 3.3% 63% 540 2.50   2.51   2.66   2.81   19.0 18.9 17.9 16.9 2.51   2.49   2.64   2.76   18.9 19.1 18.0 17.2

LNT Alliant Energy 13.1 Neutral $44 $53.75 2.8% 63% 245 2.30   2.37   2.50   2.69   23.4 22.7 21.5 20.0 2.30   2.42   2.56   2.72   23.4 22.3 21.0 19.8

PCG PG&E Corporation* 5.5 Suspended NA $10.38 0.0% 0% 529 NA NA NA NA NA NA NA NA 3.78   3.33   3.67   - 2.7 3.1 2.8 -

PNW Pinnacle West 10.0 Neutral $95 $88.90 3.6% 65% 112 4.60   4.84   5.17   5.49   19.3 18.4 17.2 16.2 4.69   4.87   5.12   5.45   19.0 18.3 17.4 16.3

POR Portland General Electric 4.9 Neutral $50 $54.95 2.9% 63% 89 2.40   2.56   2.73   2.77   22.9 21.5 20.1 19.8 2.40   2.57   2.74   2.83   22.9 21.4 20.1 19.4

PPL PPL Corporation 25.6 Neutral $34 $35.42 4.8% 68% 723 2.42   2.51   2.50   2.66   14.6 14.1 14.2 13.3 2.43   2.52   2.51   2.66   14.5 14.0 14.1 13.3

SO Southern Company 65.9 Neutral $56 $62.81 4.0% 80% 1049 3.16   3.19   3.33   3.47   19.9 19.7 18.9 18.1 3.10   3.17   3.30   3.51   20.3 19.8 19.1 17.9

WEC WEC Energy 28.8 Neutral $93 $91.31 2.7% 67% 315 3.53   3.73   3.98   4.26   25.9 24.5 22.9 21.4 3.53   3.74   4.00   4.27   25.9 24.4 22.9 21.4

*Average (Excl. PPL for P/E) 3.2% 67% 22.2 20.9 19.7 18.7 21.9 21.1 19.9 18.7

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

NI NiSource 10.2 Buy $31 $27.39 2.9% 62% 374 1.30   1.38   1.48   1.58   21.1 19.8 18.5 17.3 1.30   1.38   1.46   1.54   21.1 19.8 18.8 17.7

NJR New Jersey Resources 4.2 Neutral $45 $43.68 2.7% 61% 96 1.96   2.14   2.36   2.51   22.3 20.4 18.5 17.4 1.96   2.13   2.34   2.51   22.3 20.5 18.7 17.4

NWN NW Natural Gas 2.2 Sell $56 $73.43 2.6% 79% 30 2.40   2.50   2.62   2.67   30.6 29.4 28.0 27.5 2.38   2.53   2.64   2.71   30.8 29.0 27.8 27.1

SJI South Jersey Industries 3.0 Buy $35 $32.22 3.6% 103% 92 1.14   1.60   1.74   1.90   28.3 20.1 18.5 17.0 1.11   1.58   1.72   1.88   28.9 20.4 18.7 17.2

SR Spire 4.2 Neutral $87 $82.69 2.8% 63% 51 3.73   3.92   4.06   4.38   22.2 21.1 20.4 18.9 3.73   3.85   4.03   4.27   22.2 21.5 20.5 19.4

Average     2.9% 73% 24.9 22.2 20.8 19.6 25.1 22.3 20.9 19.8

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

EXC Exelon 44.4 Buy $53 $45.64 3.1% 46% 972 3.15   3.05   3.02   3.08   14.5 15.0 15.1 14.8 3.13   3.08   3.02   3.09   14.6 14.8 15.1 14.8

PEG PSEG 29.4 Buy $66 $58.13 3.3% 58% 506 3.26   3.49   3.54   3.68   17.8 16.7 16.4 15.8 3.24   3.42   3.48   3.69   18.0 17.0 16.7 15.7

Average     3.2% 52% 16.2 15.8 15.8 15.3 16.3 15.9 15.9 15.3

Market Target Current Dividend ('20E) Diluted Adjusted EBITDA EV / EBITDA  Adjusted EBITDA  EV / EBITDACap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

NRG NRG Energy 9.4 Buy $51 $37.38 0.3% 0% 252 1,975 1,907 1,849 1,784 7.4 7.3 7.3 7.5 1,933 1,979 1,894 1,757 7.6 7.3 7.7 8.2

VST Vistra Energy 11.1 Buy $39 $22.69 2.2% 0% 487 3,367 3,316 3,307 3,234 6.6 6.5 6.4 6.3 3,309 3,379 3,253 3,141 6.2 5.8 5.9 5.9

Average 7.0 6.9 6.8 6.9 6.9 6.6 6.8 NA

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

CNP CenterPoint 13.4 Neutral $29 $26.75 4.3% 70% 502 1.66   1.59   1.70   1.88   16.1 16.8 15.7 14.2 1.68   1.63   1.70   1.80   16.0 16.4 15.8 14.9

D Dominion 67.8 Buy $86 $82.39 4.5% 86% 823 4.28   4.43   4.67   4.92   19.3 18.6 17.6 16.7 4.20   4.38   4.63   4.87   19.6 18.8 17.8 16.9

DTE DTE Energy 24.8 Buy $138 $128.98 2.9% 60% 192 6.25   6.61   7.16   7.55   20.6 19.5 18.0 17.1 6.24   6.59   7.11   7.48   20.7 19.6 18.1 17.2

NEE NextEra 118.0 Buy $250 $241.52 2.0% 56% 489 8.40   9.26   10.00 10.70 28.8 26.1 24.2 22.6 8.39   9.08   9.84   10.61 28.8 26.6 24.5 22.8

OGE OGE Energy 8.8 Neutral $43 $43.92 3.4% 66% 200 2.27   2.34   2.46   2.55   19.3 18.8 17.9 17.2 2.24   2.28   2.39   2.48   19.6 19.2 18.3 17.7

SRE Sempra Energy 42.0 Buy $158 $149.00 2.6% 62% 282 6.25   7.21   7.65   7.92   23.8 20.7 19.5 18.8 6.14   7.10   7.80   8.08   24.3 21.0 19.1 18.4

Average     3.1% 66% 21.3 20.1 18.8 17.8 21.5 20.3 18.9 18.0

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

AWK American Water Works 21.8 Neutral $105 $120.75 1.6% 54% 181 3.61   3.96   4.27   4.60   33.4 30.5 28.3 26.3 3.61   3.87   4.22   4.59   33.4 31.2 28.6 26.3

Market Target Current Dividend ('20E) Diluted Adjusted EBITDA EV / EBITDA  Adjusted EBITDA  EV / EBITDACap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

CWEN Clearway Energy 4.5 Suspended NA $20.07 NA NA 183 NA NA NA NA NA NA NA NA 975    1,049 1,133 NA 10.2 9.7 8.7 -

NEP NextEra Energy Partners 3.2 Buy $57 $52.20 3.9% NA 61 1,176 1,333 1,482 1,610 10.5 9.4 8.8 0.0 1,140 1,296 1,400 1,574 10.8 9.6 9.3 8.7

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.

Regulated Electric Utilities (1) Rating

Integrated Utilities (3) Rating

Rating
Independent Power Producers 

(IPPs) (4)

Regulated Gas Utilities (2) Rating

Rating

Other Rating

Multi-Industry Utilities (5) Rating
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Share Price Performance (Year-to-Date)

 

Year-to-Date Share Price Performance

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC ES 3/11 NYC  

WEC 2/18-2/21 West Coast CMS 3/19-3/20 Midwest  

SO 2/25-2/26 Midwest VST 4/1-4/2 Midwest  

AWK 3/2 West Coast      
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
2. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
3. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
4. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
5. EXC: EDF Finally Ejects
6. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
7. EXC: It’s a Federal Probe, Not a Wildfire…
8. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
9. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
10. DUK - SB 559 Moving Constructively Through the Process
11. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
12. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
13. VST Meeting: Quick Takes from Our Abridged Texas Trip
14. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
15. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
16. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
17. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
18. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
19. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
20. VST: Vistra Lassos Ambit Energy
21. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
22. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
23. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
24. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
25. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
26. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
27. PPL - A Quandary Unlike Any Other
28. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
29. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
30. LNT: For a Good Night’s Sleep, Take Alliant
31. NRG: More Down‘Stream’ Retail Expansion
32. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
33. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
34. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
35. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
36. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
37. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
38. SRE: Simplicity is the Ultimate Sophistication…
39. VST: Another Day, Another Illinois Policy Proposal
40. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
41. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
42. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
43. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
44. EXC NDR: State Rescue Cometh - Deeper Dive
45. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
46. D: NDR – Coming Out Party Well Received - March Madness Continues
47. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
48. FE NDR: Time Is the Furthest Distance Between Two Points…
49. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
50. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
51. SRE: Another Day, Another Dollar: Buying Low; Selling High
52. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
53. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
54. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
55. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
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56. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
57. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
58. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
59. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
60. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
61. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
62. PEG - Mgmt. NDR: Jersey Strong through the Midwest
63. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
64. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
65. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
66. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
67. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
68. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
69. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
70. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
71. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
72. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. PJM: Does MOPR-Ex Bring Closure? Not Quite…
2. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
3. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
4. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
5. Guggenheim EEI Takeaways - Day Three
6. Guggenheim EEI Takeaways - Day Two
7. Guggenheim EEI Takeaways - Day One
8. PJM: Not So Fast - FERC Puts the Brakes on August Auction
9. Utility and IPP 2Q19 Model Sweep
10. ERCOT: Guggenheim Texas Power Market Luncheon Recap
11. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
12. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
13. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
14. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
15. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
16. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
17. Guggenheim's 2018 EEI Summary
18. Guggenheim EEI Takeaways - Day 3
19. Guggenheim EEI Takeaways - Day 2
20. Guggenheim EEI Takeaways - Day 1
21. Guggenheim EEI - Investor Question Bank
22. PJM: No Country for Common Ground; Reply Briefs Land at FERC
23. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
24. Coal/Nuclear: Will Politics “Trump” Reality
25. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
26. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
27. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 232 55.50% 43 18.53%

NEUTRAL 175 41.87% 8 4.57%

SELL 11 2.63% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers

GUGGENHEIM SECURITIES, LLC Page 11See pages 11 - 12 for analyst certification and important disclosures.

POWER, UTILITIES & ALTERNATIVE ENERGY

January 7, 2020

Provided for the exclusive use of Lindsay Cox at Exelon Corp on 15-Jun-2020 09:53 AM. 528

Attachment SDR-ROR-10(e)
528 of 559

https://guggenheimsecurities.bluematrix.com/sellside/Disclosures.action
https://guggenheimsecurities.bluematrix.com/sellside/Disclosures.action
https://guggenheimlibrary.bluematrix.com/client/library.jsp
http://www.sipc.org


on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Ticker Price Rating
DUK 90.40 Buy
EXC 45.57 Buy
NEE 240.32 Buy
OGE 44.07 Neutral
PNW 88.99 Neutral
SRE 147.76 Buy

 

 Power, Utilities & Alternative Energy January 6, 2020

The Guggenheim Daily Transmission: SRE, OGE,
PNW, EXC, NEE, DUK, Policy, Hydro, Climate

For other Guggenheim Hosted Client Utility Events including
NDR schedule, scroll down

SRE – Sempra signs Interim Project Participation Agreement For Port Arthur LNG with
Aramco

OGE – APSC and Arkansas AG file testimony in Arkansas FRP

PNW – APS replies to ACC comments on AG investigation of rate tool

PNW – IBEW seeks to interevene in APS 2020 rate case; technical conferences set

EXC – DC OPC raises objections to EDIT flow backs in multiyear rate proposal

NEE/DUK – Recently released documents show plan for JEA to maintain Vogtle costs
in the event of a proposed sale

Policy – Regulatory Assistance Project release exhaustive cost allocation manual

Hydro – Wet weather in 2019 led to an increase in power from Missouri River dams

Climate – Trump proposal would eliminate need for climate change review on certain
projects

SRE – Sempra signs Interim Project Participation Agreement For Port Arthur LNG
with Aramco

• The IPPA agreement comes after last year’s agreement with Saudi Aramco (TADAWUL:
2222) for 5Mtpa and a 25% equity investment in the project.

• Per SRE, “The IPPA sets forth certain mechanisms for the parties to work towards these
and other pre-FID activities.”

• More HERE.

Guggenheim takeaway: An expected step in the ongoing Port Arthur process and SRE’s
relationship with Saudi Aramco.

OGE – APSC and Arkansas AG file testimony in Arkansas FRP

• Arkansas PSC and the Attorney General’s office filed direct testimony in the OGE AK
formula rate proceeding for 2020 rates.

• The AG office was critical of grid modernization spending and the resulting reliability and
cost savings improvements, recommending to defer revenues until further analysis of the
prudency of the investments.

• The APSC staff contested many aspects of the formula rate increase, but was generally
supportive of the Grid Modernization spend. For grid mod, APSC recommends holding
revenue increases for the portion of cost overruns resulting from increased scope (~10%
reduction of total grid mod), as the scope was not a part of the prior (2018) prudency
review (i.e. OGE must show prudency on the incremental scope items).

• The APSC testimony recommends a benchmark rate of return on rate base of 5.33%,
which is 5bp higher than OG&E’s amount.
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• Additionally, APSC was critical of future grid modernization efforts on the grounds of
the scope changes and use of outside labor, requesting that future spending should be
scrutinized.

• Docket: 18-046-FR.

Guggenheim takeaway: For your awareness. Staff record in this case is more extensive
than the AG and we aren’t surprised the AG is against grid mod. Overall, we see the
testimony as neutral in this FRP and establishes a regulatory bid/ask within our expectations
and the Staff is not against the rate of return on rate base.

PNW – APS replies to ACC comments on AG investigation of rate tool

• APS has replied to Commissioner Peterson’s letter expressing anger over APS’
comments to the media on the AG investigation after telling the ACC that it could not
be discussed.

• “In light of these concerns, APS requested confidentiality to allow the AGO to complete
its investigation. We did not cite legal statutes or rules, but rather made an appropriate
and reasonable request for confidentiality while the AGO investigates. When the
media learned of the AGO's investigation and inquired, 'we felt it was appropriate to
acknowledge the existence of the investigation, but we have declined to discuss the
details.”- APS

• Docket HERE.

Guggenheim takeaway: We were surprised to see Peterson’s strong language in her
December letter, but we continue to see APS as working constructively with the ACC and
stakeholders to try and improve its relationships – in our opinion, Jeff Guldner is the right
CEO to be leading this effort. Stay tuned for the next opening meeting.

PNW – IBEW seeks to intervene in APS 2020 rate case; technical conferences set

• The International Brotherhood of Electrical Workers has filed a motion to intervene.

• Technical conferences are set for 2/3 and 3/12.

• Docket HERE.

Guggenheim takeaway: Procedural FYI.

EXC – DC OPC raises objections to EDIT flow backs in multiyear rate proposal

• “’Joint Movants’ hereby request that the Commission rule summarily that Pepco’s
proposed treatment in Formal Case No. 1156 of Non-Protected Property-Related EDIT
and Non-Protected, Non-Property Related, EDIT is contrary to Pepco’s obligations under
Order No. 19433 and the Settlement Agreement approved by the Commission in that
Order.” - OPC

• Docket HERE.

Guggenheim takeaway: FYI. We continue to monitor.

NEE/DUK – Recently released documents show plan for JEA to maintain Vogtle costs
in the event of a proposed sale

• Documents posted Jan 2nd by JEA show the framework for a deal that would have
exempted the buyer from having any Plant Vogtle obligation, which JEA has said could
amount to $4B over 20 years

• According to a 3rd party, “Excluding Vogtle from a sales deal would have made JEA a
far more attractive deal for private entities vying to buy it because they wouldn’t have to
factor that expense into what they were willing to offer for JEA.”
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• Keeping Vogtle out of a potential deal, however, would have made it harder to win City
Council support for a sale. At least one council member who had been open to privatizing
the city-owned utility (LeAnn Cumbers) said in December that any deal that kept Vogtle
as the city’s liability would be a non-starter.

• More HERE.

Guggenheim takeaway: FYI in case you missed it.

Policy – Regulatory Assistance Project releases exhaustive cost allocation manual

• “Electric Cost Allocation for a New Era: A Manual” - Available HERE.

• “This manual focuses on cost allocation practices for electric utilities in the United States
and their implications. Our goal is to serve as both a practical and theoretical guide to
the analytical techniques involved in the equitable distribution of electricity costs. This
includes background on regulatory processes, purposes of regulation, the development
of the electricity system in the United States, current best practices for cost allocation
and the direction that cost allocation processes should move.” - RAP

Guggenheim takeaway: Interesting FYI for your 2020 reading list... RAP’s primers are
typically detailed yet accessible.

Hydro – Wet weather in 2019 led to an increase in power from Missouri River dams

• Wet weather in 2019 that caused flooding across the Midwest led to an increase in
electricity from six upstream dams on the Missouri River to 13 TWh from 12.3 TWh in
2018.

• 2019 was the second year in a row of surplus generation, reversing a trend of drought
years that has caused the Western Area Power Administration to spend over $1.7B since
2000 on purchased power.

• The plants have generated 9.4 TWh on average since 1967 with a high of 14.6 TWh in
1997.

• Link HERE.

Guggenheim takeaway:FYI.

Climate – Trump proposal would eliminate need for climate change review on certain
projects

• On Wednesday, President Trump is due to unveil a proposal that would eliminate
the consideration of climate change by agencies in certain infrastructure projects (i.e.
pipelines, highways, etc).

• The proposal will likely narrow the types of projects that require an environmental review,
how agencies conduct environmental impact statements, and could alter the National
Environmental Policy Act (NEPA).

• The proposal will be followed by a 60-day public comment period.

• Link HERE.

Guggenheim takeaway:One of Trump’s main campaign promises was to invest in
infrastructure, but not much has been done on that front, partly because some projects
are facing environmental hurdles. We have seen it with the companies under our coverage
looking to build pipelines. The looser impact review would likely speed up processes, in our
opinion.
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Guggenheim's Power & Utility Comp Sheet

 

Price as of Close1/3/2020 Guggenheim Consensus

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / Earnings

Cap ($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

AEP American Electric Power 46.1 Neutral $82 $93.36 3.1% 63% 494 4.20   4.38   4.63   4.90   22.2 21.3 20.2 19.1 4.20   4.40   4.68   5.03   22.2 21.2 19.9 18.6

ALE ALLETE 4.2 Neutral $86 $80.68 3.2% 66% 52 3.55   3.88   4.17   4.28   22.7 20.8 19.3 18.9 3.57   3.75   4.14   4.27   22.6 21.5 19.5 18.9

AVA Avista* 3.2 Neutral $43 $47.65 3.4% 78% 67 1.83   2.07   2.25   2.43   26.0 23.0 21.2 19.6 2.30   2.00   2.15   2.43   20.7 23.8 22.2 19.6

CMS CMS Energy 17.7 Neutral $59 $62.31 2.6% 61% 284 2.50   2.69   2.88   3.07   24.9 23.2 21.6 20.3 2.49   2.67   2.88   3.08   25.0 23.3 21.7 20.2

DUK Duke Energy 66.2 Buy $99 $90.40 4.4% 76% 733 5.12   5.21   5.55   5.91   17.7 17.4 16.3 15.3 5.02   5.14   5.37   5.70   18.0 17.6 16.8 15.9

ED Consolidated Edison 29.5 Neutral $90 $88.63 3.4% 67% 332 4.30   4.55   4.75   4.94   20.6 19.5 18.7 17.9 4.32   4.53   4.74   4.91   20.5 19.6 18.7 18.1

EIX Edison International* 26.8 Suspended NA $74.78 NA NA 359 NA NA NA NA NA NA NA NA 4.69   4.58   4.64   4.64   15.9 16.3 16.1 16.1

ES Eversource Energy 26.8 Buy $88 $82.86 2.7% 59% 324 3.50   3.76   3.98   4.20   23.7 22.0 20.8 19.7 3.46   3.66   3.87   4.09   24.0 22.7 21.4 20.2

ETR Entergy 23.6 Buy $125 $118.73 3.2% 66% 199 5.35   5.70   6.01   6.35   22.2 20.8 19.8 18.7 5.34   5.61   5.97   6.35   22.2 21.2 19.9 18.7

EVRG Evergy 14.5 Buy $70 $63.50 3.3% 67% 228 2.93   3.14   3.32   3.52   21.7 20.2 19.1 18.0 2.88   3.12   3.27   3.44   22.1 20.3 19.4 18.5

FE FirstEnergy 25.6 Buy $49 $47.46 3.3% 63% 540 2.50   2.51   2.66   2.81   19.0 18.9 17.8 16.9 2.51   2.49   2.64   2.76   18.9 19.0 18.0 17.2

LNT Alliant Energy 13.2 Neutral $44 $53.80 2.8% 63% 245 2.30   2.37   2.50   2.69   23.4 22.7 21.5 20.0 2.30   2.42   2.56   2.72   23.4 22.3 21.0 19.8

PCG PG&E Corporation* 5.6 Suspended NA $10.57 0.0% 0% 529 NA NA NA NA NA NA NA NA 3.78   3.33   3.67   - 2.8 3.2 2.9 -

PNW Pinnacle West 10.0 Neutral $95 $88.99 3.6% 65% 112 4.60   4.84   5.17   5.49   19.3 18.4 17.2 16.2 4.69   4.89   5.15   5.45   19.0 18.2 17.3 16.3

POR Portland General Electric 4.9 Neutral $50 $54.78 2.9% 63% 89 2.40   2.56   2.73   2.77   22.8 21.4 20.1 19.8 2.40   2.57   2.74   2.83   22.8 21.3 20.0 19.3

PPL PPL Corporation 25.6 Neutral $34 $35.38 4.8% 68% 723 2.42   2.51   2.50   2.66   14.6 14.1 14.2 13.3 2.43   2.52   2.51   2.66   14.5 14.0 14.1 13.3

SO Southern Company 65.6 Neutral $56 $62.56 4.1% 80% 1049 3.16   3.19   3.33   3.47   19.8 19.6 18.8 18.0 3.10   3.17   3.30   3.51   20.2 19.7 19.0 17.8

WEC WEC Energy 28.8 Neutral $93 $91.24 2.7% 67% 315 3.53   3.73   3.98   4.26   25.8 24.5 22.9 21.4 3.53   3.74   4.00   4.27   25.8 24.4 22.8 21.4

*Average (Excl. PPL for P/E) 3.2% 67% 22.1 20.9 19.7 18.7 21.8 21.1 19.8 18.7

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

NI NiSource 10.2 Buy $31 $27.40 2.9% 62% 374 1.30   1.38   1.48   1.58   21.1 19.9 18.5 17.3 1.30   1.38   1.46   1.54   21.1 19.9 18.8 17.8

NJR New Jersey Resources 4.2 Neutral $45 $44.17 2.7% 61% 96 1.96   2.14   2.36   2.51   22.5 20.6 18.7 17.6 1.96   2.13   2.34   2.51   22.5 20.7 18.9 17.6

NWN NW Natural Gas 2.3 Sell $56 $73.96 2.6% 79% 30 2.40   2.50   2.62   2.67   30.8 29.6 28.2 27.7 2.38   2.53   2.64   2.71   31.0 29.2 28.0 27.3

SJI South Jersey Industries 3.0 Buy $35 $32.47 3.6% 103% 92 1.14   1.60   1.74   1.90   28.5 20.3 18.7 17.1 1.11   1.58   1.72   1.88   29.2 20.5 18.8 17.3

SR Spire 4.2 Neutral $87 $82.75 2.8% 63% 51 3.73   3.92   4.06   4.38   22.2 21.1 20.4 18.9 3.73   3.85   4.03   4.27   22.2 21.5 20.5 19.4

Average     2.9% 73% 25.0 22.3 20.9 19.7 25.2 22.4 21.0 19.9

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

EXC Exelon 44.3 Buy $53 $45.57 3.1% 46% 972 3.15   3.05   3.02   3.08   14.5 14.9 15.1 14.8 3.13   3.08   3.02   3.09   14.5 14.8 15.1 14.8

PEG PSEG 29.7 Buy $66 $58.70 3.2% 58% 506 3.26   3.49   3.54   3.68   18.0 16.8 16.6 16.0 3.24   3.42   3.48   3.69   18.1 17.2 16.9 15.9

Average     3.2% 52% 16.2 15.9 15.8 15.4 16.3 16.0 16.0 15.3

Market Target Current Dividend ('20E) Diluted Adjusted EBITDA EV / EBITDA  Adjusted EBITDA  EV / EBITDACap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

NRG NRG Energy 9.6 Buy $51 $38.20 0.3% 0% 252 1,975 1,907 1,849 1,784 7.5 7.4 7.4 7.6 1,933 1,979 1,894 1,757 7.7 7.4 7.8 8.4

VST Vistra Energy 11.2 Buy $39 $23.08 2.2% 0% 487 3,367 3,316 3,307 3,234 6.6 6.6 6.4 6.3 3,309 3,379 3,253 3,141 6.2 5.8 6.0 6.0

Average 7.0 7.0 6.9 7.0 7.0 6.6 6.9 NA

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

CNP CenterPoint 13.5 Neutral $29 $26.79 4.3% 70% 502 1.66   1.59   1.70   1.88   16.1 16.8 15.8 14.3 1.68   1.63   1.70   1.80   16.0 16.4 15.8 14.9

D Dominion 67.3 Buy $86 $81.76 4.5% 86% 823 4.28   4.43   4.67   4.92   19.1 18.5 17.5 16.6 4.20   4.38   4.63   4.87   19.4 18.7 17.7 16.8

DTE DTE Energy 24.8 Buy $138 $129.01 2.9% 60% 192 6.25   6.61   7.16   7.55   20.6 19.5 18.0 17.1 6.24   6.59   7.11   7.48   20.7 19.6 18.2 17.2

NEE NextEra 117.5 Buy $250 $240.32 2.0% 56% 489 8.40   9.26   10.00 10.70 28.6 26.0 24.0 22.5 8.39   9.08   9.84   10.61 28.7 26.5 24.4 22.6

OGE OGE Energy 8.8 Neutral $43 $44.07 3.4% 66% 200 2.27   2.34   2.46   2.55   19.4 18.8 17.9 17.3 2.24   2.28   2.39   2.48   19.7 19.3 18.4 17.8

SRE Sempra Energy 41.7 Buy $158 $147.76 2.6% 62% 282 6.25   7.21   7.65   7.92   23.6 20.5 19.3 18.7 6.14   7.10   7.80   8.08   24.1 20.8 18.9 18.3

Average     3.1% 66% 21.3 20.0 18.8 17.7 21.4 20.2 18.9 17.9

Market Target Current Dividend ('20E) Diluted Earnings Per Share Price / Earnings  Earnings Per Share Price / EarningsCap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

AWK American Water Works 21.9 Neutral $105 $120.98 1.6% 54% 181 3.61   3.96   4.27   4.60   33.5 30.6 28.3 26.3 3.61   3.87   4.22   4.59   33.5 31.2 28.6 26.4

Market Target Current Dividend ('20E) Diluted Adjusted EBITDA EV / EBITDA  Adjusted EBITDA  EV / EBITDACap 

($bn) Price Price Yield Payout Shares '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E '19E '20E '21E '22E

CWEN Clearway Energy 4.5 Suspended NA $20.01 NA NA 183 NA NA NA NA NA NA NA NA 975    1,049 1,133 NA 10.2 9.7 8.7 -

NEP NextEra Energy Partners 3.2 Buy $57 $52.22 3.9% NA 61 1,176 1,333 1,482 1,610 10.5 9.4 8.8 0.0 1,140 1,296 1,400 1,574 10.8 9.6 9.3 8.7

(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Share Price Performance (Year-to-Date)

 

Year-to-Date Share Price Performance

Note: We are currently restricted on EIX and PCG
(1)  Regulated utilities deliv er pow er to end-use customers v ia regulated transmission & distribution (T&D) infrastructure; v ertically  integrated utilities w ith regulated or mostly  contracted generation are also included.

(2)  Local Gas Distribution Companies (LDCs), as w ell as div ersified utilities w ith a business mix  largely  comprised of gas infrastructure and related activ ities (i.e., LDC franchises, interstate pipelines, and/or other gas midstream activ ities).

(3)  Integrated utilities ow n and operate regulated T&D franchises, as w ell as un-regulated pow er generation w ith commodity  ex posure.

(4)  IPPs operate merchant (i.e., un-regulated, non-utility ) pow er plants that compete to sell pow er in w holesale markets or through retail marketing businesses.

(5)  Mult-Industry  Utilities operate some comibination of regulated electric and/or gas utilities, in addtion to substantial non-pow er unregulated activ ities (i.e. midstream, renew able dev elopment, energy  trading, etc.).

Source:  Bloomberg, Guggenheim Securities, LLC estimates.
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Guggenheim 2020 Client and Corporate Access Utility Events

MORE TO BE ADDED… 

 

 

 

Ticker Dates Regions  Ticker Dates Regions  

Commissioner 
Roundtable 

1/22 NYC ES 3/11 NYC  

WEC 2/18-2/21 West Coast CMS 3/19-3/20 Midwest  

SO 2/25-2/26 Midwest VST 4/1-4/2 Midwest  

AWK 3/2 West Coast      
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Key Research

Guggenheim's Forward Commodity Curves

• Forward Power Curves, GenCo MtM and Weekly Commentary

Key Company Research
1. DTE – Integrated Resource Plan Hits a Bump, Near Term Effects May Be Muted
2. SO: All Is Well In Georgia - Constructive Regulatory Environment Confirmed with GRC Outcome
3. CNP – Cognitive Dissonance? Houston Electric Rate Case Settlement Enters the Fray – PUCT Defers the Proceeding Into 2020
4. SR: Court of Appeals Ruling Introduces Small Regulatory Lag in FY20, But Likely Transitory; Relief Options Pursued
5. EXC: EDF Finally Ejects
6. CNP – Houston, We Have a Problem – PUCT Environment Deteriorates, CNP Un-Investable in the NT; Downgrade to Neutral
7. EXC: It’s a Federal Probe, Not a Wildfire…
8. NEE NDR - A “Pocketful of Sunshine”: Raising Target Price to $250
9. D/DUK: Say What? Some Good News For a Gas Pipe? Trail Now Crosses through SCOTUS
10. DUK - SB 559 Moving Constructively Through the Process
11. SRE: Good Deal? Great Deal - Partial Sale of S.A. Even Higher Than Our Prior “Rosey” Assumption
12. SJI NDR: Staying Focused on the Solid Utility Growth Shines Amidst the PennEast Fog – 2020 View Remains Intact
13. VST Meeting: Quick Takes from Our Abridged Texas Trip
14. ETR NDR: Nervous About The World? Park Your Cash Here - Same New Story But Still Undervalued
15. NRG NDR: “Seasons Change, Feelings Change, People Change” … IPPs Evolve
16. ES – WEC: Say It Isn’t So... Time to Swap High Quality for High Quality
17. EVRG NDR: The Merger Abides - Leaving Downside Fears Aside
18. SRE – Regulated Visibility Improving; SDG&E and SoCalGas Receive Proposed Decision on General Rate Case
19. DUK - SB 559 Moves Along, Pushing Out a Decision on Alternative Ratemaking to March ‘20
20. VST: Vistra Lassos Ambit Energy
21. ES: Very Constructive Dinner Among Friends Despite “Some” Being New England Sports Fans
22. SRE NDR: Step Up Growth Investors; Utility-Like Risk with Outsized Returns - How Do We Get There?
23. AWK NDR: No Water Shortages Here; Growth Not Drying Up Anytime Soon
24. NJR: Upgrade to NEUTRAL (from SELL) as Laggard Performance Balances OK with Fundamental Outlook
25. PEG NDR: NJ Clean Energy Agenda and Dipping the Toes in the Jersey Shore
26. SJI NDR: Tale from the Road - In the Market for a Value Play w/Solid Growth Prospects? … Look No Further
27. PPL - A Quandary Unlike Any Other
28. NEE/NEP: High End Is the New Low End, When You Think the Runway Ends, “They’re Just Getting Started”; Raising PT
29. SJI: Revising to BUY - Back In Jersey’s Hands & Steering The Ship Into Calmer (Mostly Regulated) Waters
30. LNT: For a Good Night’s Sleep, Take Alliant
31. NRG: More Down‘Stream’ Retail Expansion
32. VST NDR - What’s with All the Fuss… We Would Be Aggressive Buyers Here
33. ED NDR: Ripe in the Big Apple… - Solid Utility? Yes… But Undervalued? That’s Debatable
34. D: Guggenheim Policy Speaker, Atlantic Coast Pipeline Discussion | The Project Will Be Built
35. ALE NDR: TA-CO-NITE! Winds of Change Are Blowing in the Right Direction…
36. DTE – On the Road with Mgmt. – 80/20 Rule Need Not Apply; Solid Strategy, Supported by Good People
37. CMS – MPSC Telegraphing Constructive Regulatory Signals in CMS Gas Rate Case – Solid Footing
38. SRE: Simplicity is the Ultimate Sophistication…
39. VST: Another Day, Another Illinois Policy Proposal
40. D: Msg Delivered on Time/on Budget; Inline Analyst Day Cements Solid Base to Work Off Of--Execution/Patience is Key
41. VST: Clearing the Air in Illinois: MPS Resolution Draws Closer
42. PNW NDR: It's Just Another Political Cycle – Agendas More Aligned: Relationships Will Be Re-“Stored”
43. D: Guggenheim Policy Speaker, Millstone Discussion | Connecticut Un-Quarked: They Will Likely Get It Done, We Are Holding

Our Breath
44. EXC NDR: State Rescue Cometh - Deeper Dive
45. WEC NDR: Putting the WEC in WECC; Western NDR Highlights a Premium Utility with Valuation Concerns on Back Burner
46. D: NDR – Coming Out Party Well Received - March Madness Continues
47. PEG 4Q Preview and Mini Drill-Down - Looking Good from All Angles
48. FE NDR: Time Is the Furthest Distance Between Two Points…
49. POR: Bringing Portland to the Heartland: Capex, Policy, and RFPs Dominate Our NDR
50. D/SCG: Global Settlement Reached; Upgrading SCG to BUY On Improved Merger Outlook
51. SRE: Another Day, Another Dollar: Buying Low; Selling High
52. NRG: The Texas Two Step - Front Seat for a Sizable Buyback Show? Past the Debut; We’re Now Here for the Climax
53. NEE – Mgmt. Roadshow: Rising Interest Rates? No Problem. Raising Valuation? Why Not…
54. Michigan Bus Tour: Motoring from Jackson to Detroit in Style
55. NYLD Mgmt. Call – Conservative Growth Guidance, Managing Expectations; Should Over-Deliver - Visibility Will Be Key
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56. “Summer Nights” Means New Summer Flings – Tell Me About It; Upgrading, Downgrading and Making an M&A Call
57. SR Mgmt. Roadshow – Pathway for LT Growth Now More Visible; M&A? No Longer in Acquisition Mode
58. DUK Mgmt. Roadshow – Growth Concerns? Nothing to See Here, But Some Value Left on the Sidelines
59. CMS Mgmt. Roadshow – Consistent Showing: Another Day, Another Dollar; A Key Name We Are Watching
60. SRE – Follow-up Mgmt. Meeting - Crystal Clear Upside and “Active” Optimization Plan…Eventually: the Re-rating Will Come
61. SRE – Analyst Day - It’s the Simple Things in Life: One Way or Another, Actively Seeing a Re-Rating Story
62. PEG - Mgmt. NDR: Jersey Strong through the Midwest
63. D/SCG – Testing Dominion’s Patience? May Stick This Out…For Now... but Policy-Makers Playing a Dangerous Game
64. LNT - Mgmt. Roadshow: In Messy Times Everyone Appreciates a “Clean Story”….
65. ETR – No Introduction Needed: Analyst Day Highlights Above Avg., Undervalued, Regulated Growth Story w/ Upside
66. SRE – “Active” Analyst Day Preview: Keys to Unlocking Value Within Reach?
67. OGE/AEP – Okie Dokie in Oklahoma? Depends Which Way the Wind Blows
68. EVRG – Click, Click, There’s No Place Like Home: Top-tier Growth w/ Buybacks & Solid Risk-Adjusted Upside vs Peers
69. VST - Inline Analyst Day Comes with Buybacks, NT Deleveraging - Remains a Step Function, Catalyst Driven Story
70. NJR – Management Roadshow: Growth Concerns? Nothing to See Here; M&A? Hmm…
71. PEG Analyst Day: Solid Analyst Day Left No Surprises – Steady As She Goes with Upside Generally Within Expectations
72. NEE/ SO: Great Minds Think Alike – This Deal Makes a Lot of Sense For Everyone, with Room for More

Key Industry Research
1. PJM: Does MOPR-Ex Bring Closure? Not Quite…
2. Quick Take: Win for Wind – PTC Gets Potential One-Year Extension… Modest Positive for Utilities
3. ERCOT: Another CDR Points to Looser Reserve Margins, But Take With a Grain of Salt
4. EEI: So Where Did We Shake Out? The Good, the Bad and the Not So Ugly
5. Guggenheim EEI Takeaways - Day Three
6. Guggenheim EEI Takeaways - Day Two
7. Guggenheim EEI Takeaways - Day One
8. PJM: Not So Fast - FERC Puts the Brakes on August Auction
9. Utility and IPP 2Q19 Model Sweep
10. ERCOT: Guggenheim Texas Power Market Luncheon Recap
11. Illinois Policy: In the Land of Lincoln, Uncertainty Reigns
12. Policy Speaker Series Recap on Energy and Capacity: Perpetual State of Reforms Same as It Ever Was
13. Open Dialogue with MO, WA Commissioners - Walking Away Incrementally Positive on Both Jurisdictions
14. Major Change at CPUC Cometh? Follow Up on Potential CPUC Movements, Governor's Chance to Reset CPUC Agenda
15. 2019 Utility Outlook: We Didn’t Hear A Bell… “Nothing's Over 'Til It's Over;” One More Round for Utilities
16. California Wildfire Wrap – You Can Check Out, but You Can Never Leave
17. Guggenheim's 2018 EEI Summary
18. Guggenheim EEI Takeaways - Day 3
19. Guggenheim EEI Takeaways - Day 2
20. Guggenheim EEI Takeaways - Day 1
21. Guggenheim EEI - Investor Question Bank
22. PJM: No Country for Common Ground; Reply Briefs Land at FERC
23. PJM: You May Ask Yourself, Well How Did I Get Here? Back to the Commission for the Main Show
24. Coal/Nuclear: Will Politics “Trump” Reality
25. CA Policy Crash Course: Don’t Hold Your Breath For a Wildfire Resolution….
26. February Meter Reading - Yield “Almost” Catching Up with Utility Valuations; Lowering Our PTs and Looking Beyond Bond

Surrogates
27. PJM Capacity Auction: Introducing Prelim-2021/22 Pricing Forecasts – Well…It’s Not Getting Much Worse, Projected Pricing Mixed
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ANALYST CERTIFICATION

By issuing this research report, each Guggenheim Securities, LLC ("Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) and research associate(s) have received compensation based upon various factors, including quality of research, investor client
feedback, and Guggenheim Securities, LLC's overall revenue, which includes investment banking revenue.

Please refer to this website for company-specific disclosures referenced in this report: https://guggenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance, 330 Madison Avenue, New York, NY 10017.

RATINGS EXPLANATION AND GUIDELINES
BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

NEUTRAL (N) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12-month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities, LLC policies.

CS - Coverage Suspended. Guggenheim Securities, LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities, LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on the
investment merits of the company are provided.

Under Review (UR) - Following the release of significant news from this company, the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.

Guggenheim Securities, LLC methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and
expected total return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses
of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth,
P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutral-rated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at https://guggenheimlibrary.bluematrix.com/client/library.jsp, contact the primary analyst or your
Guggenheim Securities, LLC representative, or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent

BUY 232 55.64% 43 18.53%

NEUTRAL 174 41.73% 8 4.60%

SELL 11 2.64% 0 0.00%

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.
We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis, the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service, integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http://www.sipc.org). Our salespeople, traders, and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business, trades for its own account, and
conducts an investment business, and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. We and our affiliates also may sell to or buy from customers
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on a principal basis the securities described herein. We and our affiliates also do business with, or that relates to, companies covered in Guggenheim
Securities’ research, and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently, this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as “relevant persons”). Any investment activity to which this communication relates will
only be available to, and will only be engaged with, relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

TACTICAL TRADING IDEA DISCLAIMER

Guggenheim Securities, LLC produces "Tactical Trade Ideas" that identify short-term, catalyst-driven trading opportunities impacting companies within the
Firm’s coverage universe. Tactical Trade Ideas may exist on companies in this report and may be contrary to the analyst’s published rating.

Copyright © 2020 by Guggenheim Securities, LLC, ("Guggenheim") a FINRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable, but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness, timeliness, suitability or otherwise, and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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Glen Santangelo 212.518.9294
Glen.Santangelo@guggenheimpartners.com

Vikram Kesavabhotla, CFA 212.518.9271
Vikram.Kesavabhotla@guggenheimpartners.com

Medical Supplies & Devices
Chris Pasquale 212.518.9420
Chris.Pasquale@guggenheimpartners.com

Technology, Media & Telecom Equity Research

Sales and Trading Offices

New York   212.292.4700
San Francisco   415.852.6451
Boston   617.859.4626
Chicago   312.357.0778
Los Angeles 310.260.6832
Richmond 804.253.8052

Automotive
Ali Faghri 310.319.2562
Ali.Faghri@guggenheimpartners.com

Beverages & Food Producers
Laurent Grandet 212.372.6368
Laurent.Grandet@guggenheimpartners.com

Food Retailers; Consumables Retail/Distribution
John Heinbockel 212.381.4135
John.Heinbockel@guggenheimpartners.com

Hardlines Retail
Steven Forbes, CFA, CPA 212.381.4188
Steven.Forbes@guggenheimpartners.com

Restaurants
Matthew DiFrisco 212.823.6599
Matthew.DiFrisco@guggenheimpartners.com

Retailing/Department Stores and Specialty Softlines
Robert Drbul 212.823.6558
Robert.Drbul@guggenheimpartners.com

Consumer Equity Research

Communications Infrastructure
Robert Gutman 212.518.9148
Robert.Gutman@guggenheimpartners.com

Digital Services 
Jake Fuller 212.518.9013
Jake.Fuller@guggenheimpartners.com

Entertainment & Digital Media
Michael Morris, CFA 804.253.8025
Michael.Morris@guggenheimpartners.com

Curry Baker 804.253.8029
Curry.Baker@guggenheimpartners.com

Financial Technology
Jeff Cantwell, CFA 212.823.6543
Jeffrey.Cantwell@guggenheimpartners.com

Software
Nandan Amladi 212.823.6597
Nandan.Amladi@guggenheimpartners.com

Imtiaz Koujalgi 212 518 9398
Imtiaz.Koujalgi@guggenheimpartners.com

Ken Wong, CFA 415.852.6465
Ken.Wong@guggenheimpartners.com

Telecom, Cable & Satellite Services
Mike McCormack, CFA 212.518.9774
Mike.McCormack@guggenheimpartners.com

Consumer Equities Team

Consumer Sector Specialist
Carey Kaufman 504.299.3424
Carey.Kaufman@guggenheimpartners.com

Exploration & Production
Subash Chandra, CFA 212.918.8771
Subash.Chandra@guggenheimpartners.com

Power, Utilities & Alternative Energy
Shahriar Pourreza, CFA 212.518.5862
Shahriar.Pourreza@guggenheimpartners.com

Energy & Power Equity Research

Healthcare Equities Team

Healthcare Sector Specialist
Whitney Wolfe 212.518.9630
Whitney.Wolfe@guggenheimpartners.com

Brennan Doyle 617.859.4622
Brennan.Doyle@guggenheimpartners.com

Senior Healthcare Policy Advisor
Neal Masia 212.518.9750
Neal.Masia@guggenheimpartners.com
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For analyst certification and important disclosures, please refer to the Disclosure Appendix.

KeyBanc Capital Markets Inc. | Member FINRA/SIPC

Alert
January 06, 2020

Energy: Electric Utilities

Utilities - ALERT: Heads Up – The Week Ahead in Utilities: XEL, EXC, DUK, AGR,
CMS, NOVA
Sophie  Karp / (917) 368-2361 / sophie.karp@key.com

Pre-hearing conference for XEL in NM and EXC in MD; Settlement filings and coal ash excavation agreement for
DUK in IN and NC, respectively; Examiner's report due and NECEC support for AGR in ME; CMS files gas rate
case in MI, as expected.

Upcoming KBCM Corporate Access Events:

ES- NYC – January 23

A full regulatory calendar for companies under our coverage is presented below. Some notable dates this week include:

Pre-hearing conference scheduled for XEL's SPSC in NM on January 6. As a reminder, testimony filed on November 22 by
the NM PRC recommended a $29.9M revenue increase for XEL's SPS. The recommended increase is premised on an 8.9% ROE
(54.77% equity layer) and 6.88% return on a $1.257B rate base. The Staff's position compares to the Company's request for a $50.8M
(18.6%) electric rate base increase premised on a 10.35% ROE (54.77% equity layer) and a 7.68% return on a year-end rate base
valued at $1.271B. Of note, the Staff disagreed with the Company's request to alter the Tolk facilities' depreciation rates based on an
accelerated retirement schedule. The Company was denied a similar request for the Tolk facility in its previous rate case proceeding in
the state. Furthermore, roughly two-thirds of the $21M difference between the Company and Staff's revenue requirement calculation
is attributable to the Staff's lower recommended rate of return. The remaining discrepancies are due to differences in rate base and
operating income adjustments. Furthermore, the Company intends to recover investment and operating costs associated with its new
Hale Wind facility, which the filing specifies achieved commercial operation in June. Rebuttal testimony is due from SPS on December
20. Lastly, the Company's previous base rate decision was issued in September 2018, when the PRC authorized a rate increase
premised upon a 9.56% return on equity (53.97% of capital). Our take – overall not a bad starting point with ~60% of the revenue ask.
Lower ROE recommendation does not surprise us given recent trends.

Pre-hearing conference scheduled for EXC's Delmarva Power in MD on January 6. As a reminder, on December 5, the Company
requested an electric distribution rate case increase of $18.5M (8.3%) premised on a 10.3% ROE and a 7.19% total rate of return
on a rate base valued at $850M. The Company substantiates the filing stating that revenue growth has not kept pace with growth
in operating costs and rate base and that the disparity in comparable growth rates will only increase as the Company continues to
investment to enhance the reliability of its distribution system. For reference, the Company's requested 10.3% ROE is above recently
approved ROE levels by the state's PSC of 9.6% for Potomac Electric Power in March 2019 as well as 9.65% for FE in its most recent
case in the state.

Settlement filings due in DUK's Indiana GRC on January 7. As a reminder, Duke Energy Indiana filed for a two-step $394.6M
electric base rate increase premised on a 10.4% ROE (41.05% of capital) and a 6.15% total rate of return on a rate base valued at
$10.2B. The request compares to the Consumer counselor intervenor recommendation for a $144.5M net rate reduction premised on
a 9.0% ROE (40.89% of capital) and a 5.47% total rate of return. Given the wide bid-ask spread, we believe a settlement filing is less
than likely on January 7. If a settlement is not filed, hearings are scheduled to begin on January 22.

Examiner's report is due in CMP's ME rate case and associated meter and billing investigation docket on January 9.

Recent developments for companies under our coverage include:

CMS files gas rate case in MI, as expected:

● On December 16, CMS filed a gas rate case with the MPSC requesting a $245M revenue requirement increase premised on a
10.5% ROE (52.5% equity layer) and a 6.08% aftertax total return on a rate base valued at $7.38B. The request is in line with
management's previously specified intentions to have filed a gas case by the end of 2019. As a reminder, the Company was recently
(September 30) authorized a $143.5M gas base rate increase, which was premised upon a 9.9% ROE, a 52.05% equity layer, and
a $6.43B rate base.
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● The rate case at hand is driven by recovery of T&D investment (~50% of the request), with distribution accounting for $68M of the
overall request. Operating expense recovery drives the majority of the remainder of the request and accounts for $91M of the total.
The remainder accounts for differences in cost of capital parameters (10.5% request vs. 9.9% authorized).

● Given the recent gas case order, consolidated 2020 revenue figures for the first three quarters of the year are largely set, and we
believe the outcome from this case will likely determine the Company's 4Q20 revenue figures given the cadence for when those
new rates became effective. Furthermore, the request is largely in line with our expectations, and we assume the Company receives
a similar percentage of the request as in its previous case (~70%) and is authorized a 10.0% ROE.

AGR - ME land-use agency Staff supports NECEC:

● On December 30, the ME Land Use Planning Commission Staff proposed that CMP's NECEC transmission project should be
allowed under the state's land-use rules. The determination comes ahead of a January 8 meeting where regulators are scheduled
to discuss CMP's project.

● According to the Staff, the project is an "allowed use" in the proposed areas and "complies with applicable land use standards."
For reference, the transmission project is a 1,200 MW direct-current line that would run 145 miles from the U.S.-Canada border
through ME's western forests into Lewiston, ME.

● As a reminder, within two months of the DEP and LPUC decisions, the Army Corps of Engineers will make its recommendation,
which would up the issuance of the final presidential permit in early 2020. Still lingering in the background is the ballot initiative aimed
at NECEC, which would need to have its language certified by the AG and collect 63K signatures by the January 2020 timeframe
to get on the November 2020 ballot. We will continue to watch the developments closely.

DUK - Company agrees to excavate majority of ash bins in NC:

● On January 2, DUK agreed with state regulators and environmental groups to excavate nearly 80 million tons of coal ash in NC. The
agreement filed with the NC DEQ also calls for closing the Company's remaining ash ponds in the state, primarily by excavation.

● The agreement specifically calls for seven basins to be excavated with the ash moved to lined landfills over a 10 to 15-year period,
dependent on expedited state permit approvals. Separately, the agreement provides that no later than 2 years and 6 months after
the retirement of the Roxboro coal units, the remaining coal ash on site will be capped in place.

● Although DUK initially cautioned that excavating these basins would add about $4B-$5B to the current $5.6B estimate for the
decades-long ash management program in the Carolinas, the new plan is expected to reduce the total cost to close the remaining
nine basins by about $1.5B. Furthermore, the estimated cost to permanently close all ash basins in the Carolinas is now about $8B-
$9B over the next 15-20 years, of which $2.4B has already been spent.

● We view the settlement positively given the complete resolution of pending disputes over basin closure plans.

NOVA - Company announces $150M in financing to support increasing growth expectations:

● In a press release on December 30, NOVA announced it had closed on ~$95M in revolving asset-based loan facility and a $55M
private placement of convertible senior notes, and we expect the Company to refinance before it converts so to avoid any equity
dilution.

● In the press release, NOVA emphasized the need for capital to fund its continued growth in customer count and battery storage
sales as well as safe harbor inventory at the 30% ITC federal rate. The Company further noted that the $95M equipment facility will
have been spent by YE19 and that the maximum size of the facility is $138M. Separately, the $55M private placement agreement
allows for the Company to exercise optionality to increase to $75M as well as a high-degree of flexibility with respect to repayment.

Recent Research:

FERC MOPRs Nukes - First Read

SO: Constructive GRC Outcome - Georgia Is Open for Business

OTTR: Initiating Coverage with OW Rating

With the Wind in Its Sails - Notes from AEP HQ Visit

We hosted a series of constructive company and investor meetings at the EEI conference last month. Read our takeaways
here.

ES: Valuation Full, They Said? We Beg to Differ

SRE - ALERT: LNG-Like Growth with Utility-Like Risk Profile; Notes from Management Meetings

Electric Utilities Quick Alert

January 6, 2020
Sophie Karp
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AGR: On the Road with Management - Our Takeaways

XEL: Strong Growth Story Continues; Notes from XEL Meetings

Mirror, Mirror on the Wall, Who's the Fairest of Them All? Launching Coverage of Residential Solar Space

If It's Not Broken, Don't Fix It: Notes from MI Field Trip

Utilities: Looking for Opportunities at the End of the Cycle

Electric Utilities Quick Alert

January 6, 2020
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KBCM Comp Sheet:

Note: NEE price target is under review.
Source: KeyBanc Capital Markets Inc. estimates, Thomson Reuters

Price Performance YTD:

Note: Results presented cannot and should not be used as an indicator of future performance.
Source: Thomson Reuters
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Power Curves

Below, we present forward power curves in key U.S. power markets, including NE ISO (Connecticut), NY ISO (zone J), PJM Eastern
Hub and PJM West, ERCOT South, Gulf Coast, Illinois, Midwest, and CA ISO (Palo Verde). Movements in power curves directly impact
names under our coverage with merchant power arms: EXC and PEG.

Over the past week, 2019 forward power prices dropped slightly in Northern California, PJM East, and NE ISO with a 2-4% decline,
while ERCOT South, Southern California, and Oregon were uniquely higher. Forward power prices for 2020 and 2021 were mixed in
most regions, with changes ranging from -2% to 2%.
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Figure 1 - Forward Power Curves

Source: SNL, KeyBanc Capital Markets Inc.
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Forward Power Curves (Cont'd)

Source: SNL, KeyBanc Capital Markets Inc.
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Important Disclosures
Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.
Please refer to the analysts' recently published reports for company-specific valuation and risks.

Reg A/C Certification

The research analyst(s) responsible for the preparation of this research report certifies that:(1) all the views expressed
in this research report accurately reflect the research analyst's personal views about any and all of the subject
securities or issuers; and (2) no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendations or views expressed by the research analyst(s) in this research report.

Rating Disclosures

Distribution of Ratings/IB Services Firmwide and by Sector

KeyBanc Capital Markets

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 232 43.53 54 23.28

Sector Weight [SW] 286 53.66 43 15.03

Underweight [UW] 15 2.81 3 20.00
 

Energy

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

Overweight [OW] 29 56.86 13 44.83

Sector Weight [SW] 20 39.22 7 35.00

Underweight [UW] 2 3.92 1 50.00
 

 

Rating System

Overweight - We expect the stock to outperform the analyst's coverage sector over the coming 6-12 months.

Sector Weight - We expect the stock to perform in line with the analyst's coverage sector over the coming 6-12
months.

Underweight - We expect the stock to underperform the analyst's coverage sector over the coming 6-12 months.
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Important disclosures for the companies mentioned in this report can be found at https://key2.bluematrix.com/sellside/
Disclosures.action.

Please refer to the analysts' recently published reports for company-specific valuation and risks.

Other Disclosures
KeyBanc Capital Markets is a trade name under which corporate and investment banking products and services of KeyCorp
and its subsidiaries, KeyBanc Capital Markets Inc., Member FINRA/SIPC (“KBCMI”), and KeyBank National Association
(“KeyBank N.A.”), are marketed.

KeyBanc Capital Markets Inc. (“KBCMI”) does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
Investors should consider this report as only a single factor in making their investment decision.

This report has been prepared by KBCMI. The material contained herein is based on data from sources considered to be
reliable; however, KBCMI does not guarantee or warrant the accuracy or completeness of the information. It is published for
informational purposes only and should not be used as the primary basis of investment decisions. Neither the information
nor any opinion expressed constitutes an offer, or the solicitation of an offer, to buy or sell any security. The opinions and
estimates expressed reflect the current judgment of KBCMI and are subject to change without notice. This report may contain
forward-looking statements, which involve risk and uncertainty. Actual results may differ significantly from the forward-looking
statements. This report is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the specific needs of any person or entity.

No portion of an analyst’s compensation is based on a specific banking transaction; however, part of his/her compensation
may be based upon overall firm revenue and profitability, of which investment banking is a component. Individuals associated
with KBCMI (other than the research analyst(s) listed on page 1 of this research report) may have a position (long or short) in
the securities covered in this research report and may make purchases and/or sales of those securities in the open market or
otherwise without notice. As required by FINRA Rule 2241(C)(4)(A), financial interest, if any, by any research analysts listed
on page 1 of this report will be disclosed in Important Disclosures, Company-specific regulatory disclosures located above
in the Disclosure Appendix. KBCMI itself may have a position (long or short) in the securities covered in this research report
and may make purchases and/or sales of those securities in the open market or otherwise without notice. As required by
FINRA Rule 2241(C)(4)(F), if KBCMI, or its affiliates, beneficially own 1% or more of any class of common equity securities
in the subject company(ies) in this research report, it will be disclosed in Important Disclosures, Company-specific regulatory
disclosures located above in the Disclosures Appendix. This communication is intended solely for use by KBCMI clients. The
recipient agrees not to forward or copy the information to any other person without the express written consent of KBCMI.
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U.S. Equity Research January 6, 2020

Energy Research
Utilities

Price Target Change

Exelon Corporation

Updating Estimates

Rating Neutral
Previous Rating No Change

Price (1/03) $45.57
Price Target $45.00
Previous Price Target $47.00

Summary

We are updating our EXC earnings estimates to include an update of commodity
price forwards as of December 31, 2019. Additionally, Lori Lightfoot, mayor
of Chicago, has indicated that she needs to know more about the federal
investigation into Com Ed's lobbying activities before making a determination
on the company's franchise agreement with Chicago. We reiterate our Neutral
rating and revise our price target to $45 based on updated market multiples.

Key�Points

■ Our UPO estimates are $0.01 lower in 2019 and 2020 based on fine tuning
of our forecast model. Our 2021-22 estimates are $0.01 and 0.02 higher
reflecting an increase in the 30-year treasury rate and a corresponding
increase in our Commonwealth Edison estimates.

■ Our Exelon Generation (ExGen) estimates are $0.10 higher in 2019 and
$0.03 higher in 2022. Our 2020 estimate is $0.19 lower and our 2021
estimate is $0.07 lower. These adjustments include an update of commodity
price forwards as of December 31, 2019 (versus our previous price deck of
September 30, 2019).

■ Chicago Mayor Lori Lightfoot would like to know more about the federal
investigation into Com Ed before she makes a determination regarding the
franchise agreement. She also indicated that the City of Chicago may call
a hearing in order to ask Commonwealth Edison (CWE) officials to answer
questions about the pending investigation.

Key Data
Symbol EXC (NYSE)

52-Week Range $51.18 - $43.42

Market Cap ($mm) $44,201

Shares Outstanding (mm) 970.0

Float 968.3

Average Daily Volume 6,665,805

Dividend/Yield $1.38/3.0%

Fiscal Year-End: Dec 31

2018A       2019E       2020E
Prior Curr Prior Curr

Earnings per Share ($)
1Q – – – – –

2Q – – – – –

3Q – – – – –

4Q – – – – –

Yr 3.12A 3.12E 3.15E 3.13E 2.93E
P/E 14.6x – 14.5x – 15.6x
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PLEASE REFER TO PAGE 7 OF THIS REPORT FOR IMPORTANT DISCLOSURE AND ANALYST CERTIFICATION
INFORMATION. Mizuho Securities USA LLC does and seeks to do business with companies covered in  its research reports.
As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in making their investment decision.

Mizuho Securities USA LLC
www.mizuhosecurities.com/us
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Estimate Changes  

We are adjusting our estimates following an update of our forecast model. 

Exhibit 1: EPS Estimate Changes  

 
 

Source: Company reports, MSUSA estimates 

Our UPO estimates are $0.01 lower in 2019 and 2020 based on fine tuning of our 

forecast model. Our 2021-22 estimates are $0.01 and 0.02 higher reflecting an 

increase in the 30-year treasury rate and a corresponding increase in our 

Commonwealth Edison estimates.  

Our Exelon Generation (ExGen) estimates are $0.10 higher in 2019 and  $0.03 

higher in 2022. Our 2020 estimate is $0.19 lower and our 2021 estimate is $0.07 

lower. These adjustments include an update of commodity price forwards as of 

December 31, 2019 (versus our previous price deck of September 30, 2019).  

Illinois Franchise 

Mayor of Chicago Lori Lightfoot indicated that she needed to know more about the 

federal investigation into Com Ed’s lobbying activities before making a 

determination on the company’s Chicago franchise agreement. She also indicated 

that the City might call a hearing in order to ask Commonwealth Edison (CWE) 

officials to answer questions about the pending investigation. 

CWE’s franchise agreement with the City of Chicago expires in December 2020. The 

City of Chicago can extend the franchise, terminate it or renegotiate the franchise. If 

they choose to terminate the franchise, the City of Chicago would be required to 

purchase the Chicago portion of CWE’s system. It is unclear how the value of the 

system would be determined if Chicago were to terminate the franchise. On the call 

management indicated that the company expected to reach a negotiated agreement 

with the City of Chicago to extend the franchise. 

Consolidated 2019E 2020E 2021E 2022E

Current $3.15 $2.93 $2.89 $2.92

Prior $3.12 $3.13 $2.94 $2.88

Difference $0.03 ($0.20) ($0.05) $0.04

UPO 2019E 2020E 2021E 2022E

Current $1.88 $1.99 $2.15 $2.29

Prior $1.89 $2.00 $2.14 $2.27

Difference ($0.01) ($0.01) $0.01 $0.02

Exelon Corporation
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Valuation  

Base Case 

Using a sum of the parts analysis on 2022 results we derive a price target of $45.00 

per share. Based on the January 3, 2020 closing price of $45.57, this represents price 

depreciation potential of 1.3% and total return potential of 1.9% including the 

company’s current yield of 3.2%. Our price target is derived as follows: 

We value the regulated electric distribution and transmission 2022 earnings of $2.08 

using a P/E multiple of 18.1 times, equivalent to a 3.3% discount to the electric group 

average multiple, resulting in a price target of $37.50. Our 3.3% discount is derived 

by assigning a 10% discount to ComEd, which accounts for approximately one-third 

of the electric utilities business. 

We value the regulated gas distribution 2022 earnings of $0.45 using a P/E multiple 

of 19.7 times, equivalent to the gas group average multiple, resulting in a price target 

of $9.00. 

We value ExGen 2022 generation EBITDA less maintenance capex of $680 million 

at an 7.9 times EV/EBITDA multiple. After accounting for debt, we arrive at a price 

target of $0.50 for ExGen. 

We value ExGen retail 2022 EBITDA of $813 million at a 5.0 times EV/EBITDA 

multiple resulting in a price target of $4.00. 

Adjusting for unallocated debt, net of a tax shield, reduces the price by $6.00. 

Consistent with our methodology our price targets are dynamic changing with the 

group average P/E multiples and EV/EBITDA multiples recalculated on a daily 

basis. 

Bull Case 

Under our bull case scenario generation EBITDA would increase by $515 million 

based on assumed market heat rate expansion of 1,000. Using a 7.8 times multiple on 

merchant generation results in a $4.00 positive revision in our price target. 

Bear Case 

Under our bear case assumption the company’s rights to receive an estimated $700 

million of ZEC payments in New York, Illinois and New Jersey would be overturned 

by the courts. Using a 7.8 times multiple on merchant generation results in a $5.25 

negative revision in our price target. 
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Company Models 

In the pages that follow, we highlight our detailed consolidated financial model, 

including both historical and projections for income statement, cash flow and balance 

sheet for Exelon Corporation from 2015 to 2022. To derive the consolidated results, 

we modeled full financials for each operating subsidiary. Clients who would like the 

full models may obtain them through their MSUSA representative or by direct 

request to the authors. 

 

Exhibit 2: Income Statement 

 

Source: Company reports, MSUSA estimates 

 

Exhibit 3: Cash Flow Statement 

 

Source: Company reports, MSUSA estimates 

Consolidated Income Statement

($ millions) 2015A 2016A 2017A 2018A 2019E 2020E 2021E 2022E

Revenues $20,700 $31,905 $33,701 $36,248 $35,621 $35,353 $35,719 $36,030

Cost of Goods Sold 4,602 13,035 13,963 16,632 16,328 16,247 16,380 16,420

O&M 8,232 9,196 9,438 9,065 8,727 8,701 8,758 8,761

Other Expenses (4) (6) (2) (8) (5) (4) (5) (5)

Taxes Other then Income 1,200 1,575 1,733 1,782 1,639 1,662 1,687 1,711

EBITDA $6,670 $8,105 $8,569 $8,777 $8,933 $8,747 $8,900 $9,143

D&A 2,450 3,232 3,576 3,800 3,816 3,983 4,154 4,323

EBIT $4,220 $4,873 $4,993 $4,977 $5,116 $4,764 $4,746 $4,820

Interest 1,079 1,383 1,502 1,529 1,489 1,411 1,446 1,477

Other Income 271 289 418 513 144 148 152 151

EBT $3,412 $3,779 $3,909 $3,961 $3,771 $3,501 $3,452 $3,494

Taxes 1,165 1,299 1,441 720 727 670 658 667

Preferred Dividends 20 (8) 0 215 (8) (8) (8) 0

Net Income $2,227 $2,488 $2,468 $3,026 $3,052 $2,839 $2,802 $2,827

EPS $2.49 $2.68 $2.60 $3.12 $3.15 $2.93 $2.89 $2.92

Consolidated Cash Flow Statement

($ millions) 2015A 2016A 2017A 2018A 2019E 2020E 2021E 2022E

Net Income $2,227 $2,467 $2,431 $3,213 $3,015 $2,802 $2,765 $2,798

Depreciation 2,355 3,282 3,474 3,698 3,714 3,881 4,052 4,221

Deferred Taxes 657 774 659 361 225 232 218 216

Maintenance Cap-Ex (2,292) (2,958) (3,091) (3,193) (3,303) (3,394) (3,540) (3,636)

Grow th Cap-Ex (3,574) (4,545) (4,009) (3,357) (3,047) (3,556) (3,210) (3,164)

Net Cash Generation (627) (980) (536) 722 604 (35) 284 435

EBITDA + Other Income 6,897 8,554 8,901 9,200 8,984 8,798 8,951 9,194

Interest Expense 325 735 677 700 710 828 860 906

Pfd. Dividends (14) (9) 4 (2) (1) (1) (1) (1)

Common Dividends 1,105 1,166 1,266 1,337 1,405 1,475 1,549 1,627
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Exhibit 4: Balance Sheet 

 

Source: Company reports, MSUSA estimates 

Consolidated Balance Sheet

($ millions) 2015A 2016A 2017A 2018A 2019E 2020E 2021E 2022E

Cash & Equivalents $2,940 $2,007 $966 $2,259 $1,180 $544 $676 $1,070

Short Term Debt $1,154 $1,331 $1,014 $1,123 $1,123 $1,123 $1,123 $1,123

Revolver 0 0 0 0 0 1,125 1,025 556

Current Portion of Long Term Debt 1,674 2,032 1,512 1,975 3,000 1,337 1,250 1,250

Long Term Debt 22,884 32,269 32,233 32,118 29,833 30,696 31,396 32,683

0 0 0 0 0 0 0 0 0

Total Debt $25,712 $35,632 $34,759 $35,216 $33,956 $34,281 $34,794 $35,612

Preferred Stock 0 0 0 0 0 0 0 0

Total Debt & Preferred $25,712 $35,632 $34,759 $35,216 $33,956 $34,281 $34,794 $35,612

Shareholder's Equity 26,876 25,990 24,366 24,346 23,900 23,074 21,984 20,326

Goodw ill Portion of Equity 0 0 0 0 0 0 0 0

Goodwill / Shareholder's Equity 0 0 0 0 0 0 0 0

Total Book Capitalization $52,588 $61,622 $59,125 $59,562 $57,856 $57,355 $56,778 $55,938

Off-Balance Sheet Debt 0 0 0 0 0 0 0 0

Consolidated Debt/Pfd. Assoc. w /Min. Int. Exp. 0 0 0 0 0 0 0 0

Total Credit Capitalization $52,588 $61,622 $59,125 $59,562 $57,856 $57,355 $56,778 $55,938

Exelon Corporation

January 6, 2020 5Mizuho Securities USA LLC555

Attachment SDR-ROR-10(e)
555 of 559



Price Target Calculation and Key Risks
Price Target Calculations: Our price target is derived as follows: (i) we value the
regulated electric distribution and transmission 2022 earnings of $2.08 using a P/E
multiple of 18.1 times, equivalent to a 3.3% discount to the electric group average multiple,
resulting in a price target of $37.50. Our 3.3% discount is derived by assigning a 10%
discount to ComEd, which accounts for approximately one-third of the electric utilities
business; (ii) We value the regulated gas distribution 2022 earnings of $0.45 using a P/E
multiple of 19.7 times, equivalent to the gas group average multiple, resulting in a price
target of $9.00; (iii) we value ExGen 2022 generation EBITDA less maintenance capex
of $680 million at an 7.9 times EV/EBITDA multiple and the ExGen retail/trading 2022
EBITDA of $813 million at a 5.0 times EV/EBITDA multiple resulting in a price target
of $4.50; (v) adjusting for unallocated debt, net of a tax shield, reduces the price by $6.00.
Consistent with our methodology, our price targets are dynamic, changing with the group
average P/E multiples recalculated on a daily basis.

Key Risks: Weak commodity outlook, general economic conditions, changes in state and/
or Federal regulation, weather, ongoing business operational risk, broader macroeconomic
conditions, and interest rate movements are among the key risks to our rating and expected
stock performance. The company's Chicago franchise agreement expires in December
2020; however, management expects to reach a negotiated agreement to extend the
franchise. Under our bear case assumption the company’s rights to receive an estimated
$700 million of ZEC payments in New York, Illinois and New Jersey could be overturned
by the courts.
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IMPORTANT DISCLOSURES
The disclosures for the subject companies of this report as well as the disclosures for Mizuho Securities USA LLC entire coverage universe can be found
at https://msusa.bluematrix.com/sellside/Disclosures.action or obtained by contacting EQSupervisoryAnalystUS@mizuhogroup.com or via postal mail
at Equity Research Editorial Department, Mizuho Securities USA LLC, 320 Park Avenue, 12th Floor, New York NY, 10022.

Investment Risks and Valuation Methods can be located in the following section of this research report - Price Target Calculation and Key Risks.

Ownership Disclosures and Material Conflicts of Interest or Position as Officer or Director

Receipt of Compensation
Mizuho Securities USA LLC and or its affiliates makes a market in the following securities: Exelon Corporation
The compensation of the research analyst writing this report, in whole or part, is based on MSUSA's annual revenue and earnings and is not directly related
to any specific investment banking compensation. MSUSA's internal policies and procedures prohibit research analysts from receiving compensation
from companies covered in the research reports.

Regulation Analyst Certification (AC)
I, Paul Fremont, hereby certify that the views expressed in this research report accurately reflect my personal views about any and all the subject
companies. No part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this
research report.

Rating Definitions

Mizuho Securities USA investment ratings are based on the following definitions: Anticipated share price change is based on a 12-month time
frame. Return expectation is based on the stock’s total return. For disclosure purposes (for purposes of the FINRA requirements), we include
the category headings of Buy, Hold, and Sell alongside our ratings of Buy, Neutral, and Underperform. (effective July 10, 2017).

Buy: Stock's total return is expected to appreciate above the average total return of the analyst's industry coverage universe, on a risk-adjusted basis,
over the next 12 months.

Neutral: Stock's total return is expected to be within the average total return of the analyst's industry coverage universe, on a risk-adjusted basis, over
the next 12 months.

Underperform: Stock's total return is expected to depreciate below the average total return of the analyst's industry coverage universe, on a risk-
adjusted basis, over the next 12 months.

RS: Rating Suspended - rating and price objective temporarily suspended.

NR: No Rating - not covered, and therefore not assigned a rating.

Mizuho Securities USA LLC investment ratings are based on the following definitions. Anticipated share price change is based on a 6- to 12-month
time frame. Return expectation excludes dividends (prior to July 10, 2017).

Buy:
Neutral:
Underperform:
RS:
NR:

Stocks for which the anticipated share price appreciation exceeds 10%.
Stocks for which the anticipated share price appreciation is within 10% of the share price.
Stocks for which the anticipated share price falls by 10% or more.
Rating Suspended - rating and price objective temporarily suspended.
No Rating - not covered, and therefore not assigned a rating.

Rating Distribution
(As of 1/03 ) % of coverage IB service past 12 mo
Buy (Buy) 56.97% 54.79%

Hold (Neutral) 40.61% 54.48%

Sell (Underperform) 2.42% 12.50%

For disclosure purposes only (NYSE and FINRA ratings distribution requirements), our Buy, Neutral and Underperform ratings are displayed as Buy, Hold and Sell,
respectively.
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Rating and Price Target History for: Exelon Corporation (EXC) as of 01-03-2020
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2017 Q1 Q2 Q3 2018 Q1 Q2 Q3 2019 Q1 Q2 Q3 2020

12/15/17
I:UP:$36

01/23/18
N:$37.5

02/08/18
N:$35

04/27/18
N:$39

06/19/18
N:$40.5

08/06/18
N:$40

10/22/18
N:$43

11/02/18
N:$42.5

01/30/19
N:$45.5

02/04/19
N:$47.5

02/20/19
N:$47

05/16/19
N:$49.5

07/09/19
N:$51

08/05/19
N:$49

10/16/19
N:$47

Created by: BlueMatrix

For additional information: Please log on to http://www.mizuhosecurities.com/us or write to Mizuho Securities USA LLC 320 Park Ave, 12th FL,
New York, NY 10020.

Disclaimers
This report has been prepared by Mizuho Securities USA LLC (“MSUSA”), a subsidiary of Mizuho Americas LLC, solely for the purpose of supplying
information to the clients of MSUSA and/or its affiliates to whom it is distributed. This report is not, and should not be construed as, a solicitation or
offer to buy or sell any securities or related financial products.

This report has been prepared by MSUSA solely from publicly available information. The information contained herein is believed to be reliable but
has not been independently verified. MSUSA makes no guarantee, representation or warranty, and MSUSA, MHSC and/or their affiliates, directors,
employees or agents accept no responsibility or liability whatsoever as to the accuracy, completeness or appropriateness of such information or for any
loss or damage arising from the use or further communication of this report or any part of it. Information contained herein may not be current due to,
among other things, changes in the financial markets or economic environment. Opinions reflected in this report are subject to change without notice.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. The report has been prepared without regard to
the individual financial circumstances, needs or objectives of persons who receive it. The securities and investments related to the securities discussed
in this report may not be suitable for all investors. Readers should independently evaluate particular investments and strategies, and seek the advice of
a financial adviser before making any investment or entering into any transaction in relation to the securities mentioned in this report.

MSUSA has no legal responsibility to any investor who directly or indirectly receives this material. Investment decisions are to be made by and remain
as the sole responsibility of the investor. Investment involves risks. The price of securities may go down as well as up, and under certain circumstances
investors may sustain total loss of investment. Past performance should not be taken as an indication or guarantee of future performance. Unless
otherwise attributed, forecasts of future performance represent analysts’ estimates based on factors they consider relevant. Actual performance may
vary. Consequently, no express or implied warranty can be made regarding future performance.

Any references in this report to Mizuho Financial Group, Inc. (“MHFG”), MHSC and/or its affiliates are based only on publicly available information.
The authors of this report are prohibited from using or even obtaining any insider information. As a direct subsidiary of Mizuho Americas LLC and
indirect subsidiary of MHFG, MSUSA does not, as a matter of corporate policy, cover MHFG or MHSC for investment recommendation purposes.

MSUSA or other companies affiliated with MHFG, Mizuho Americas LLC or MHSC, together with their respective directors and officers, may have or
take positions in the securities mentioned in this report, or derivatives of such securities or other securities issued by companies mentioned in this report,
for their own account or the accounts of others, or enter into transactions contrary to any recommendations contained herein, and also may perform or
seek to perform broking and other investment or securities related services for the companies mentioned in this report as well as other parties generally.

Restrictions on Distribution
This report is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons
or entities into whose possession this report comes should inform themselves about and observe such restrictions.

United States: Mizuho Securities USA LLC, a subsidiary of Mizuho Americas LLC, 320 Park Avenue, 12th Floor, New York, NY 10022, USA, contact
number +1-212-209-9300, distributes or approves the distribution of this report in the United States and takes responsibility for it. Any transaction by
a US investor resulting from the information contained in this report may be effected only through MSUSA. Interested US investors should contact
their MSUSA sales representative.
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United Kingdom/Germany/European Economic Area: This report is distributed in the United Kingdom by Mizuho International plc (MHI), Mizuho
House, 30 Old Bailey, London EC4M 7AU. MHI is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority and is a member of the London Stock Exchange. This report is distributed in Germany by
Mizuho Securities Europe GmbH (MHEU), Taunustor 1, 60310 Frankfurt, Germany. MHEU is authorised and regulated by the Bundesanstalt für
Finanzdienstleistungsaufsicht (BaFin). This report may be distributed in other member states of the European Economic Area by MHI and MHEU. For
the avoidance of doubt this report is not intended for persons who are Retail Clients within the meaning of the FCA’s or the BaFin’s rules. Details of
organizational and administrative controls for the prevention and avoidance of conflicts of interest can be found at https://www.mizuho-emea.com.

Japan: This report is distributed in Japan by Mizuho Securities Co., Ltd. (“MHSC”), Otemachi First Square Otemachi 1-chome, Chiyoda-ku, Tokyo
100-0004, Japan. Registered Financial Instruments Firm, No. 94 (Kinsho), issued by the Director, Kanto Local Finance Bureau. MHSC is a member
of the Japan Securities Dealers Association, the Japan Securities Investment Advisers Association and the Financial Futures Association of Japan, and
the Type II Financial Instruments Firms Association.

Singapore: This report is distributed in Singapore by Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a holder of a capital markets services license
and an exempt financial adviser regulated by the Monetary Authority of Singapore. MHSS may distribute analyses or reports produced by its affiliates
or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. This report is only intended
for distribution to “institutional investors”, “accredited investors” or “expert investors”, as defined under the Financial Advisers Regulations. Singapore
recipients of this report should contact MHSS at 12 Marina View, #10-01A Asia Square Tower 2, Singapore 018961, for any matter arising from, or
in connection with, this report.

Hong Kong: This report is distributed in Hong Kong by Mizuho Securities Asia Ltd. (‘MHSA’), 14 - 15/F, K11 Atelier, 18 Salisbury Road, Tsim
Sha Tsui, Kowloon, Hong Kong, a member of MHFG. MHSA is licensed and regulated by the Hong Kong Securities and Futures Commission. This
report has been prepared for “professional investors” as defined in the Hong Kong Securities and Futures Ordinance. This report has been prepared
in accordance with MHSA’s internal conflict of interest management policies. Details of MHSA’s organizational and administrative controls for the
prevention and avoidance of conflicts of interest are available upon request.

Australia: This report is being distributed in Australia by MHSA, which is exempted from the requirement to hold an Australian financial services
license under the Corporation Act 2001 (“CA”) in respect of the financial services provided to the recipients. MHSA is regulated by the Securities and
Futures Commission under the laws of Hong Kong, which differ from Australian laws. Distribution of this report is intended only for recipients who
are “wholesale clients” within the meaning of the CA.

If you do not wish to receive our reports in the future, please contact your sales person and request to be removed from receiving this distribution.
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